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CHAPTER-16 

A Proposal for Student Loans 

WUUam Viekreg* 

T 1 IS ONE of the most striking failings of the affluent society 
that it seems to be unable to find a way to finance to anywhere 
near its potential economic limite tlie most productive invostmejif 
opportunity open to it: the education of its people to the full extent 
of their capabilities. Expansion of State universities with no or 
low tuition fees, though a large step, is not the complete answer; 
It fails to meet the needs of students whose families cannot affortl 
to provide them with the complementary support in terms of board, 
lodging, books, and other supplies. It fails, also, to strengthen our 
private colleges and universities, whose role Ls so vital to educational 
achievements in the United States. 

The classical individualistic economic answer tathis problem would 
^ to arrange for loans to individuals who show such promise that 
It is reasonably certain that investment in their further educatioh 
would be an investment capable of yielding at least the normal 
rate of return on comparably risky investment.* 'Hie present chap 
ter is designed to outline a proposal that follows through on the 
major premises of this classical economic answer. While this pro- 
posal is here developed in some detail, it is not suggested as an 
exclusive solution to the problem of financing higher education. 
Rather it is a scheme which, if implemented, would supplement other 
institutional arrangements for such financing. While the more 
familiar soun^ of support for institutions of higher education need 
to be. expanded, and aid to students greatly enlarged, there is also 
need for new financial arrangements to faciliute the flow of capiUl 
into development of human resources through education. 

The trouble with student loans in the past has been that students 
have on the whole been understandably reluctant to saddle them- 
selves with a fixed repayment obligation, and to a lesser extent that 
potential lenders have been reluctant to make investments where the 
risk is so highly variable and subjective and where arrangements 

*R^6Mor of eeooomlct, Colombia UnlTeroltK. 

Oowniwnt In WocUoa." to Robert A. Solo. ed . 

Vtm Bnmnrlck, VJ., Botj»rt OalrtrUtr Pr«to, 
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for ejiforcing claims for repayment over a long period of years lire 
tenuous and piotentially costly. The fact that many of our larger 
unu-ersitiee find that student loan funds are under very light pres- 
sure, if indeed they are not in some insttinces going begging, indi- 
cates that something is ■wrong with the terms on which t hese ’loans 
an» being made available. 

The main difficulty seerns to be the fear that the obligation of 
repayment might under some circumstance prove a severe, burdem* 
I'hough on the average it can be shown that the student’s additional 
eaming piower that is generated by better education can by itself 
take care of this added burden with a wide margin, individual stu- 
dents may have a legitimate fear that they will not come up to this 
average. Furthermore, while the pressure for repayment tends to 
be minimal, many of the potential beneficiaries of such loans feel 
that the burden of repayment might po^ibly become a heavy weight 
on their shoulders which they could not con.scientiously repudiate. 
To be sura, thene is sometimi* specific provision for remi^on of 
the debt if the beneficiary enters the ministry, or teaching, or some 
similar line of public service that carries a relatively low ailary. 
But the line between such public service and other leas specific lines 
of low-paid service is difficult to draw. The funds available on such 
tenus are fairly limited in any case; and the mere offering of such 
funds would hardly meet the problem even if unlimited funds could 
be obtained for loans with special remission provisions. 

Another difficulty is that such funds are rtill provided largely in an 
atmosjlPhere of philanthropy rather than of financial investment Sub- 
sidiaed interest rates tend, on the one hand, to limit the availability of 
the funds, and on the other, to fix the charity stigma the more firmly. 

A third factor, rtemming from the first two, is that such loan fimds 
are rather severely rationed, both as to the level of scholar^ip achieve- 
mMit required for eligibility and as to the amount to be supplied to any 
one person. Where the burden of repayment can become substantial, 
it is natural to pix^ect the applicant fr«n getting in tex) deep ; where 
there is an element of subsidy in the loan, the worthiness of the appli- 
cant beccRnes a oonsideratibn. In many cases the amoupt pot^tiaUy 
avaOable is inadequate to meet the needs of a student under heavy 
pressure to begin earning to meet family c^ligationa. 

In spite of this equivocal experience, given the high profitability 
of investment in education both to the individual and to the community, 
it should be possible, by a combination of the techniques of mutual 
investment, the limited-dividend corporatiem, pension funds, and in- 
conM taxatitm to provide whatever funds are needed to finance educa- 

*8m aicaerd Bekaas. dt. S of tkto asbUoitloa. tm mntUm «t MMMMata ti tW rU 
of bomwtat by AUhrtiit tneoiM groapa 4a4 la itCmat 
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tion up to the point where the marg^inaJ returns ai^ comparable with 
those from otlier forms of investment, Willi in^nuity, arrangements 
can be devised that will promise reasonable returns and security to 
the investor, while at the same time offering the student terms fiiat he 
can accept as readily as he mortgages his house or borro^i's to buy an 
automobile. 

ESSENTIALS OF THE PROPOSAL 

In brief, it issuggvsted that funds for the linanring of tlu» sfudent'g 
education bo made available in liberal amounts in n'turn for an agree- 
ment to nxturn dividends, computed as a shan* of later eanhTig« 
according to the concepts of income taxation. The r’femptions und 
the rate scale of the dividend repayments should be so arranged that 
the dividend with res|>ect to the amount advatu'ed at any stage of 
educational advancement would come out of that jKirtion of his income 
al)ovo the level of earnings that would l>e exiiected if wlucation had 
stop|>ed at that point. For example^ for loans taken out ,to finance 
the freshman and sophomore years, tlie return dividend could be com- 
puted as a share of income after an ^exemption of, say, $4,000— this 
exemption being determined to reflect the averagi' levefof eamings'to 
be expected by a student who is intellectually eligible for college but 
who goeff no further than high school. At the other extreme, funds 
advanced to pay for a third year of graduate training might call 
for a dividend sliare to liegin only after an exemption of $S,000. In 
t his way thfe tyjiicAl student who is on the verge of stopping his edu- 
cation for financial reasons can continue it with very little financial 
risk. Even if the educational investment fnib to enhance his earning 
power, he will be no worse off than before. 

The principal exception to this would be a type of student who secs 
himelf earning, say, $30,000 a year Uirongh his native genius even 
if he goes no further than high school, but takes such a dim view of 
the value qf a college education that Ke believes it would boost his 
earnings only to $32,000. In this case, if he were to finance his educa- 
tion in a manner that entailed the paymflHt of a dividend of, say, 12. 
I>ercent of $26,000, he would be financially worse off than if he had 
not pursued his education beyond high school, whereas even in this 
case the investment would have paid off adequately from a social 
lK)int of view. Situations of this sort should be rare enough not to 
copstitute a serious problem. 

One of the main difficulties with any such plan for student loans is, 
of oourst^ that the l»fjection for 40 years or more into the future of 
the relation between education and earnings is so uncertain that it 
would be impossible to determine in advance a ^stem of eamings- 
dividend rates that would return any specified yield on the investment 
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Vet it is necofisary to achievB at least some minimum yield in order to 
jneserve from undue impainnent any endowment funds that might 
1)0 di\-ertod to this form of investment and possibly also to obtain 
•additional outside funds on a comjx't it ive basis from lendersof various 
iyj>eia. Too high a retuni, however, either as an “ei {xvst" exjx'rience 
or as an eij)CClation, warranted or umvarn»nte<l, might give rise to a 
feeling that the student borrowers wore Uniig unduly exploited. 

application op mutual-fund principle 

The problem of assuring a net yield tliat is fair but not excessive 
can he met by adapting the mutual fund principle, in a iorm slightly 
different from that used by c<K)j)erativi>s and mutual investnio.nt funds, 
riio eamings-dividend schedules could l>e initially so set as to yield, 
on conservative assumptions, a yield of at least 6 i>ero^>nt, and |x)saibly 
as much as 8 or 10 |>erccnf. The higher rates would W desirable at 
least in part as a means of providing for the growtli of the scheme 
through internal accumulation, as well as making it jxx>sible to at- 
tract outside capital on a rea.«n)iiably low-interest basia Sulx>e(iue.ntly, 
as experience makwi it |x»siblo to evaluate the e<iuitiea of the various 
participants in the sclieme somewhat more closely, it would be |X)88iblo 
to adjust' matters by the payment of “patronage dividends” or the 
downward adjustmeJit of the earnings-dividend rates in such a man- 
ner as to reduce tlie net yield to whatever figure Ls deemed reasonable. 
This figure and even the procedure by which it is to be readied could 
be specified, if deuired, in original contracts. 

Bven here, the divergent aims of lowering the eventual cost to 
the students and at the same time accumulating capitak funds for 
expansion can to a considerable extent be reconciled by deferring tlie 
payment of these patronage refunds as long as possible. Indeed, an 
appropriede form of refund would be in the form of a deatli benefit or 
a retirement annuity. Then, in effect, if the net yield aimed at were 
set somewhat high for the sake of rapid expansion from internal funds, 
this would be loss of an inequity. AVliile students on the average 
f ould be required to pay fairly high rates of interest on tlieir loans, 
they would later be compensate by being able to invest in their turn 
in the education of succeeding generations at similarly high rates of 
interest so as to obtain their annuities, at relatively low <«et 

COORDINATION WITH INCOME TAXES 

The fact that the repayment takes the form of a share of income 
above an exemption raises the problem of the relation of such re- 
payments on eamings-dividends to Federal and other income taxes. 
It wmild be at least awkward if the combined rates got up near 100 
percent for any substantial number of persons. The simplest remedy, 
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and one that should prove readily acceptable, would be to make the 
eaniing^dividends a deduction m computing net income for tax pur- 
poses To t^he extent that this might be considered to constitute a 
breach of the basic principles of income taxation, it could well 
justified on the basis of the benefits derived by the community at larire 
from a.nse in the educational level of individuals 
Actually even the strictest interpretation of the situation would call 
. merely for considering the original payments to the student as taxable 
income to him at that time, presumably taxed at lower bracket rates.' 
. ubs^iuent eannngs-dividend payments would then clearly be com- 
pletely d^uctible. The analogous situation would be that of ah 
artisan who borrows money to pay himself a salary to construct an 
mcome-eaming a^t. Interest and amortization payments on this 
loan would then be deductible, either directly or as amortization or 
depreciation of the cost of the asset over its life. However, it would 
be proper to exclude from the student’s taxable income the payments 
^mg to defray tuition and other expenses that are clearly for train- 
ing mid similar enhancement of earning power. Such exclusion 
J'ould not apply to educational costs undertaken for current satis- 
f^tion or future cultural enrichment unrelated to eami«g power. 
Thw is analogous to the exclusion from the artisan’s income of the 
part of the process of his loan that is used to pay assistants or buy 
m^enals rather than for his own living expenses. It is clearly diffi- 
cult to draw any sharp line between technical training and cultural 
ennehment Here again the general public interest in cultural en- 
nchment would probably justify a policy of excluding aU tuition 
payments and similar fees from the student’s taxable income, by al- 
lowing them to be deducted where appropriate. Whatever is done 
would in any ^ be coordinated with the tax treatment of educa- 
tional outlays financed by the student or his family. The principles 
involved here are closely related to those set forth by Richard Goode 
in chapter 17 of this publication. 

One could go further than this and exclude from the income of the 
student even amo^ts advanced for living expenses. This would 
ind^ have the advantage of making whatever funds are initially 
avadable go farther. However, such a treatment would raise tl» 
question of the degree to which subsequent earnings-dividend pay- 
ments would properly be deductible. To make them fully deductible 
would clearly be sortiething of a breach with the basic concepts of the 
tax. A satisfactoiy Mlution would be to^allow deduction Lffi year 
only for eamings-dividends exceeding, say, 10 percent of the aggre- 
^e amount advanced tax free for living expenses. When th^wn- 
^uctible earni^dividends have aggregated 110 percent of the 
total tax-free advance for living expenses, all eamings-dividends 
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thereafter would be deductible. The use of 110 percent rather than 
100 percent is to allow for the fact that in some individual cases the 
earnings-dividends will fall short, of the advance. The figure is in- 
tended to insure that for the group as a whole, tlie aggregate amount 
included in taxable income is approximately correct and that there 
would thus be no “ex ante” expectation of ultimate tax avoidance 
through the use of the plan. 

Tliere is also the possibility of deferring the payment of tax from 
the student years to later years. In general, this will shift income 
from the low brackets of thp student years to the higher brackets of 
the later years. The computations involved in a procedure such a.s 
this should be no obstacle, as these can easily be taken care of by the 
agency to which the dividends are to be paid. 

Some question may well be raised as to whether it is the entire 
later-life income that should be made the basis for the earnings- 
dividends, or merely the earned income. Although again there would 
seem to be no grounds for requiring higher repayments from a student 
who receives a large inheritance subsequent to his graduation than 
from one who does not, there is good reason for including unearned 
income in the case of the individual whose income comes through stock 
options or similar quasi-eamings, or who acquires a fortune by stock- 
market trading, using skills acquired in business fechool. In practice 
the two types of case would be difficult to distinguish sharply. On 
full examination the argument for the more inclusive ba^ seems com- 
pelling. There are, of course, other problems relating to the treat- 
ment of family incomes for this purpose, but such details need not 
detain us in this preliminary discussion. 

Enforcement should not be too difficult. A condition of the orig- 
inal advance would presumably be an agreement to provide on request 
copies of Federal income tax returns, with stipulations that such in- 
formation would be confidential. It might be necessary to limit the 
scheme to citizens of the United States. Even so limited, it would 
be a benefit to fbi^ign students in that it would permit more of the 
outright scholarship funds and other student aid funds^ to go to 
students not eligible for advances under this plan. 

IMPACT ON FINANCING 

A 

The amounts available as advances under this plan should be as 
liberal as the available financiid support permits. Id^ly it should 
extend to sums intended to cover not only the ordinary costs of tuition 
and books but also, in cases where even minimal evidence of such need 
can be shown, amounts needed as a substitute for the earnings that 
the student is foregoing to meet ^ligations for family support or 
other necessities. A rtudent should be enabled to o(»nplete his educa- 
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tion to the limit of his abilities without financial hardship. Ideally 
this would mean being prepared to advance to a student amounts 
^ging up to $4,000 for a freshman year, and scaling up to $8,000 
for a third year of graduate study. 

Unfortunately, few if any colleges possess endowment funds suffi- 
c^t to meet the potential demand on a scale such as this, even if 
the institutional and testamentary obstacles to the diversion of funds 
to ^ch use can be overcome. Conceivably a university might be able 
to ^rrow in the financial markets on the security of the eamings- 
dividend contracts that it would enter into, or perhaps arrange for 
^ the setting up of an auxiliary limited-profit corporation to do this. 
Ihe novelty of the proposal, however, may make it extremely difficult 
to finance it adequately on reasonable terms unless more substantial 
backing is given to it tJian can be supplied by most individual col- 
leges or universities. Somewhat more promising might be the setting 
up of one or more “educational finance corporations” sponsored 
jomtly by groups of colleges and universities. 

It is rather haM to say just what the schedule of eamings-divi- 
dends for the various types and amounts of advances should be and 
how the msurance or pension benefits should be arranged. It is 
possible, nevertheless, to indicate some of the general principles that 
It would be desirable to follow. It is of course important that, when 
considered m relation to associated pension and other benefits, the 
repayment terms not be so onerous as to appear unattractive to po- 
tMtial students. On the other hand, the schedule should provide 
adequate security for the suppliers of the original funds, even in the 
fa<» of considerable initial uncertainty as to the magnitude and dis- 
tnbution of the income base to which the schedule would apply. In 
addition, it would be desirable that the derived funds provide scope 
for a substantial amount of internal financing of growth in the magni- 
tude of the operation. To a considerable extent these objectives can 
M met by borrowing from the insurance field two well-established 
features: rating and mutuality. 

MINIMIZING ADVERSE SELECTION 

As vrith any risk-pooling plan, in the absence of risk rating there 
would be a tenden<gr for a certain adverse selection of risks to develop. 
Apphc^ions would tend to run heavier from students who felt their 
future moome prospects to be below average for their level of educa- 
tion and who, in anticipation of future repayments Jhased on oompara- 
rivdy low moomes, considered the a^vwces a bargain. Converaelj, 
students with great confidence in their own economic future would 
tend to minimize their use of the plan, stretching their own reeonroes 
to the limit, possibly to the detriment of their studies, to avoid any 
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large share in making up the deficits produced by the lees successful 
students. A cumulative adverse selection of risks might so burden 
the plan with mediocre students that it would be attractive to the 
totter students only as a last resort. 

The more liberal the amounts available, the more serious the 
tendency toward adverse selection would be. Even among students 
who did use the plan, there would be a possibility of wide variation 
in the amounts applied for and advanced, and t\us for adverse selec- 
tion of amounts, as well as of students. The amounts advanced can 
to limited administratively to estimated needs in individual cases, 
unless the administrative standards are so stringent as to discourage 
some students from continuing a potentially profitable course of study. 
Tlie standards would have to be flexible, rather than specific, so that 
considerable range would remain for individual choice. In any case, 
imposition of any such standard of need would infringe on what is 
intended to be a basic philosophy of this proposal, namely, that funds 
should ultimately be available on a sulEciently ample scale so that each 
student could be lef^ free to detennine for himself the amount of the 
advance that he wishes to apply for, up to an amount equal to the sum 
of his tuition fees and his estimated current earning capacity.* 

While adverse selection of risks can seldom be eliminated entirely 
in a voluntary risk-sharing scheme, rating of risks usually can reduce 
its scope. If the rating process is an effective one, this can be done to 
the point where adverse selection is no longer a serious problem. The 
mutuality elements of the scheme can also be made to contribute to the 
minimization of adverse risks if the “ex post” adjustments are made 
in a way which reflects individual experience. But as long as there 
is an important risk-sharing element, the rating of risks must bear 
the major burden. of guarding against excessive adverse selection. 

In the case of student loans, we have available a readymade basis 
for risk rating in the form of grades, test scores, and other evidence of 
educational potential. At the time of application for an advance (<«), 
the applicant might be assigned a rating in terms of which an estimate 
could be made of the expected earnings E{t) at each future time t 
that the applicant might obtain if he terminates his education immedi- 
ately, and also of the expected earnings potential P{t) that the appli- 
cant might obtain at each future time t if h4 completed his education 
to the Bill extent of his currently apparent potential. The student 
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would then bo offered a contract under which he might obtain an 
advance with respect to the forthcoming school year of any amount he 
chooses up to a maximum equal to the sum of his tuition fees and the 
amoun^t E{U) that he could be expected to earn currently if he termi- 
nates his education. The contract would then specify that the corre- 
^nding future earning^ dividend to be paid ^ck at time t would 
be computed on the basis of an exemption equal to E{t), with mildly 
progi^ive rates applied to income in excess of this exemption, such 
that if the future income is actually P{t), the eamings-dividends 
will, over the lifetime of the student, amount to, say, a 9-percent rate 
of return on the amount of the advance. 

Each succeeding year a new contract could be made available, based 
on the rating provided by the further record made by the student, with 
a new exemption level and schedule of rates dependent on the amount 
of loan reques^. In this way at each stage the student who shows 
any promise of being able to benefit adequately from further educa- 
tion would be offered a chance to finance this further education on a 
virtually no cure, no pay” basis. The redistributive element in the 
scheme wotUd be liniitfid-Peughly to the unpredictable element in the 
vimation of future incomes. On an “ex ante” basis, the applicants 
might well be brought to feel that the potential advantages of the plan 
are r^sonably comparable for all concerned. Adverse selection would 
thus ^ limited to cases in which the student has a genuinely better 
basis for the appraisal of his prospects than that provided by the rat- 
mg. The number of cases in which students have a superior basis of 
j • j . ^ ^ ^nt to cause difficulty. At the same time 

tangible incentive for scholastic excellence would be pro- 
v^ed both M to the amoimt of advance available and as to the terms 
offei^. This incentive would not be limited as it is at pre^nt to the 
rtudents who are now prospects for scholarships, but would be ex- 
tended to a major fraction of all students.* 

It might be desirable to move somewhat cautiously in this direction 
lest more pre^re be placed on the grading or rating system than it 
can stand. But if the plan is to remain voluntary and be liberal in 
scop^ some degree of risk rating would seem to be essential to pre- 
serving ite financial integrity. It might be necessary to borrow an 
element from the field of property taxation and have some form of 
pade ^alization proce^ among institutions or even among instmo- 
ors. This equalization in turn might have its own salutary effects. 

But th^ are ramifications that would take us too far afield at this 
stage of consideration. 
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MUTUALITY AND RETIREMENT BENEFITS 

Of course, the 9-percent return aimed at in the setting of the eam- 
ings-dividend schedules would not represent the net cost of the advance 
to the student, by reason of the mutuality element in the scheme. 
Records would be kept of the total amounts advance to, and the eam- 
ings-dividends returned by, various groups of student beneficiaries, 
and beyond a certain point further eamings-dividend payments would 
generate rights to retirement pensions. For example, amounts cred- 
ited to the account of a given cohort of students could first be us^ to 
amortize the amount advanced by investors at 5 percent interest, 
^Vhen this amortization has been completed, further earnings-divi- 
dends could be divided in some specified proportions, say one-third 
for the account of investors and two-thirds to a “cohort equity ac- 
count” until such time as the payments to investors have become 
equivalent to an amortization at 7 percent interest, after which all 
further eamings-dividends would be credited to a cohort equity ac-^ 
count. Amounts tlius accumulated in the cohort equity account would 
then become available to be invested on behalf of this cohort in the 
making of advances to further generations of students. The older 
cohort thus assumes the role of investor vis-a-vis the younger cohorts 
of students, and the advances thus made would in their turn be capable 
of yielding up to 7 percent in favorable circumstances. 

As the members of the original cohort reach retirement age, earn- 
ings would cease to be subject to the eamings-dividend payment, 
and the amount standing to the credit of cohort would become the 
basis for the payment of retirement benefits. If it is desired to 
keep the redistributive element of the scheme to a minimum, a step 
that would assist materially with the problem of adverse selection, 
these retirement benefits could be made proportional to the excess 
of each individuaPs eamings-dividend payments over the sum needed 
to amortize his advances at 7 percent In this way a student who 
felt that his economic prospects were considerably brighter than his 
scholastie record indicated would then be able to feel free to make 
full use of the scheme, since even if his eamings-dividend payments 
turned out to be much larger relative to his advance than for the 
average student of his rating, he would in turn benefit through higher 
retirement payments. 

If the numbers of student beneficiaries in some of the cohort or 
groups are too small to prevent significant random fluctuations among 
the experiences of different cohorts, it is desirable to provide for the 
fitting of smocth curves to the experience of the various cohorts, 
and for equalizing intercohort transfers to bring the funds into line 
with what would have obtained if each cohort had had an experience 
equivalent to that shown by the smooth curve. This is essentially 
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no different in principle, but perhaf>s somewhat more complex in 
application, from the methods actually adopted for the determina- 
tion of dividend schedules on mutual life insurance policiee. 

AMOUNTS OF LOANS AND REPAYMENTS 

The possible variations on a plan such as this ar^ of course, mani- 
fold, and there is room here only to sketch out roughly some typical 
possibilities. As an example for a student of average cajiabilities, 
one might set the exemption level E{t) for the freshman and sopho- 
more year^ at an amount averaging about $4,000 a year over his 
working life, varying possibly from one period to another from 
perhaps $3,000 to $6,000. The exemption level might be rai^d for 
the junior year to an amount averaging $4,500; for the senior year, 
to $5,000; and for the sul>se«iuent 3 years of graduate work, to 
$6,000, $7,000, and $8,0(X). Then as a rough order of magnitude, 
for each $1,000 advanced during any particular year of study, the 
Mniings-dividend rate might be 0.5 percent of the first $1,000 of 
income above the corresponding exemption level, 1.0 percent of the 
next $1,000 of income, and 1.5 percent on all income in excess of 
£•( 0 +$ 2 , 000 . 

Such a schedule is at least of the right general order of magnitude. 
Miller estimates that the lifetime earnings of the average college 
graduate amount to $435,000 at 1958 earnings levels.* Taking 
accoimt of advancre in average earnings, a lifetime-earnings figure 
of at least $500,000 or an average of |^,500 a year over a working 
lifetime of 40 years seems reasonable’ for students graduating in 
1963. On that basis if an average student were to borrow $2,000 to 
complete his senior year, he would be paying an eamings-dividend of 
$195 on an income of $12,500 ($10 on first $1,000 above the $5,000 
exemption, $20 on the next $1,000, and $165 on the remaining $5,500, 
the rates being of course twice the rat^ for a $1,000 advance). 
After allowing for lower earnings during the early years, this should 
provide a gross rate of return of between 9 and 10 percent, so that 
after the amortization of the advance at 7 percent interest has been 
ctHnpleted, there should be a substantial margin for the financing of 
retiremwit benefits through advances made to suroeeding generations 
of students. 

An average-rated student completing 4 years of college and draw- 
ing an advance of $2,000 for each of the 4 years, or a total of $8,000, 
would on this basis be contracting for an eamings-dividend payment 
of 2 percent on the first $600 of any income above $4,000 (in a year 
of average exemption level) , of 3, 6, 7, 10, and 11 percent, respectively, 
OTThe succeeding $600 brackets, and 12 percent on all income above 
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$7,000; on an average income of $12,500, this would amount to $855. 
In an extreme case a student who went through 7 years of under- 
graduate and graduate training and contracted for the maximum 
advance obtainable would be receiving >dvan(^ ranging from $4,000 
for freshman year ($3,000 as a substitute for earhings forgone and 
$1,000 for tuition fees) to $8,000 for the third year of graduate work, 
a total of $38,500; in return for this he would be contracting for 
eamings-dividend payments on a scale ranging up to 57% percent on 
that part of his income in excess of $10,000 for the years in which 
his earnings are expected to reach their average annual lifetime level. 

The income level above which this rate would apply would be some- 
what higher in the years of his peak^eaming power, and somewhat 
lower in the y^rs before his full earning power is expected to be 
achieved. Also, for students showing the degree of promise typical 
of tliose for whom graduate study is usually considered warrante<l, 
the exemption level and the income brackets might tend to be some- 
what higher than in this example, which applies to students of average 
scholastic rating. While this may even so seem at first glance to be 
a fairly stiff price to pay for an education, yet for students who have 
no other means of financing their education and whose immediate 
financial needs, whether arising from family obfigations or other 
sources, are such as to make the completion of tlieir education difficult 
or impossible without advance of this magnitude, even such a sched- 
ule should not be a prohibitive obstacle to the full use of the loan 
plan, particularly as the offer is practically on a “no cure, no pay” 
basis and is likely to provide as a byproduct a sub^antial amount of 
additional old age security. There is, of course, the possibility that 
the 54-percent dividend rate on the excess over $10,000 when com- 
bined with rales of the income tax proper would add up to a serious 
incentive problem at the higher earnings levels, even after allowing 
for the deduilibility of the eamings-dividend in c(»nputing taxable 
income. But the number of cases in which this amount of financing 
would be required is likely to be small enough not to make this a 
serious problem. The example is useful chiefly as an illustration of 
the lengths to which educational finance on a liberal scale can profit' 
ably be pushed. 

ULTIMATE SCOPE 

If funds can be made available to students in adequate amounts on 
such a basis, then, of course, the way will be open to raising tuition 
fees to levels tlu^ will make it possible for faculty salaries to be raised 
to levels more nearly in line with earnings in other ccanparable 
occupations. (This would eventually make it possible for professors 
tb make significant eamings-dividend payments on the cost of their 
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education.) If the presen-ation of private and independent colleges 
and universities— a significant segment of our educational systeni— 
is important, as' insurance against impairment of the spirit of free 
inquiry and as an element in the basic freedom of our culture, some 
such method of financing may well be an important means to this end. 
To continue to'rely solely on private philantbropy, plus the paying of 
fees by students on tbeir own, is likely to keep private education from 
fulfilling its proper role. Besides, such reliance places a heavy strain 
on ijjulantliropic r^uroes that can be used effectively in many other 
areas. Even if State support for private higher education can be 
arranged in a manner that will pr^n^e the independence and specific 
character of these institutions, it seems doubtful whether the amount 
of such support actually forth(X)ming prove sufficient and timely. 
Fruity investment in education may well provide a major part of the 
solution to this problem. 

But a plan such as this need not be limits to private universitiw 
and colleges, though this is perliaps the area of most intense need. 
The financii\g of nontuition expend and of family maintenance 
requirements for rtudents in Sute universities is an even greater 
problen^ in terms of the numbers and amounts that could evei^tually 
be involved. Given the availability of such a plan, there would even 
be the possibility on equity grounds of making higher education more 
nearly self-supporting in terms of tuition fees. An individual whose 
earning pow^r or social position had been enhanced through public 
ei|>enditure8 could well be considered to owe an extra quantum of 
financial support to the State, as compared with an individual reach- 
ing a comparable status by his own relatively unaided efforts. Such 
financing might also induce a more liberal attitude toward the fulfill- 
ing of educational requirements on the {»rt of budget-minded and 
tax-conscious legislators. 

Sucdi equity investment in the education of individual students on 
a mutual basis that is neverthelMS fully competitive with other invest- 
ments will not provide the entire answer to the financing of higher 
education, but it would seem that the availability of some such proce- 
dure on a scale limited only by the demand would be capable of gi^tly 
improving the financial basis for utilization of a vast store of potential 
intelligence. 


CHAPTER 17 


Educational Expenditures and the Income Tax 


TAX ON NET INCOME should provide for tax-free recovery 


of the expenditures enta.iled in earning income, including inv^t- 
ment outlays. Although this principle is generally applied in the Fed- 
eral income Ux, it is not applied consi^ntly with respect to the costs 
of acquiring an income through personal services. Among these 
costs are educational expenditures that increase earning capacity or 
that are made for that purpose. In computing taxable income, no 
allowance is made for the costa of general education or of basic pro- 
fe^ional or vocational education, and only limited deductions are al- 
lowed for other educational expense 
The present tax treatment of educational costa gives rise to inequi- 
ties and is especially questionable at a time when the need for highly 
trained persons is growing. The income tax discriminate against 
persons whose earned income represents in part return of capital pre- 
viously invested in education compared with persons who have invested 
little in prejmration for their occupations. There is also discrimina- 
tion against persons who inve^ in themselves compared with those 
who invest in physical assets. For example, a person who attends 
engineering school is usually not allowed to deduct his educational 
expenditures from his earnings, whereas a taxpayer who buys a truck 
can recover the cost through depreciation allowances. A physician 
who takes graduate courses to qualify himself for a new specialty 
cann<^ write off the cost against taxable income, though he can amor- 
tirti outlays for office equipment, laboratory facilities, or waiting room 
furniture. When income tax rates are high, discrimination against 
investment in education may discourage entry into occupations re- 
quiring expensive training, and may diswiurage persons already at 
work from prei»rmg themselves for more skilled and responsible jobs.’ 
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Two factors jrreatly mitigate the discriminat ion aguinst education, 
hirst, tuition and feea are not cjiargcxl in public elementary and 
soi'ondary^hiKils; and in adlegea and universities the charges are 
usually inucli Ih'Kcr than the costs of instruction, with the diiTerence 
IxMiig made up by State and local government funds, gifts, and 
endow ment income. Secondly, a large part of students’ investnieint 
in {Hlucation consists of opportunity costa in the form of foregone 
eaniings. Tlu'sc* c<ists arti already free of inanne tax. 

Many pmjviNals have been advanced in nvient years for deductions 
or cnMiits under the income tax law for cer(a.in ^ucatioiial exf^>endi- 
tunvs. Mast of tJiese proposals are intended to grant tai relief to 
parents of collogv> students. There has l>een little systematic discus 
Sion of broad questions of tax policy rK5pect.jng edu^tional expenses 
or t(x:Jinical problems that would lie involved in dovelopiment of new 
income tax pmvisions relating to education. 

This pajxT reviews the present treaJLment of educational expendi- 
tures under the Fwieral income tax and considers the possibility of 
permitting oerUin educational expenditures to be cliarged ag^nst 
taxable income through current deductions or amortization allow- 
ances.' Attentmn is given to the tecJinical difficulties of devising a 
feasible plan for this pur{>o9e and to die probable effects of such a plan 
on CTOvemment revenues, an enrollments and tuition cliargeis, on the 
amount of educational ex|ienditures, and on occupational clioic^ Pro 
pxisals for dwluctions or tax crwlits allowed to parents of college 
students are briefly compared with the more general approach to the 


!• Present Treatment of Educational Expenditures 

The hederal income tax makes no provision for current or future 
deductions for expenditures incurred for education or training under- 
taken to prepare oneself for a vocation or profession or to me^ the 
minimum qualifications for any employment. Deductions are allowed 
for expenditures for certain kinds of supplementary, continuation, or 
refresher courses. Official regulations adopted in 1958 provide that^ 

Expendltnrea made by a taxpayer for hla educatlOD are deductible If they 
are for education (locludlnx reaearch activltlea) undertaken jaimarUj for 
the puriMae of: 

(1) Maintaining or Improving aUIla required by the tazpajar In hU 
employment or other trade or boalnaaa, or 


problem. 
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(2) Me^ln# the sipremm of a tmxi>ayer’i e«npU>Ter, or 

the requlremeDtj trf applicable law or re^iilaUuoa, lmi>oee<! a§ a condl 
tlon to the retefUiOD by the laiparer of hia aalary, atatua, or 
ecnployment* 

. The n^ulations siAte that deductions will ordinarily be allowed for 
the cost of ^u^tion for the purjwse of maintaiiniig or imprtn ing 
skills "*if it is cuirtomary for other eslAblished mejid>ers of the tux 
payer's trade or buaint^ to undertake such wlucation.'' rkmiuctions 
fi»r mjuiriMl education are restricted to ex{>enditurM “for the nuni 
Ilium education m^uirtHl by the taxpayers eniployer, or by apphcaidc 
law or regmlatjona, as a cxindition to the retention of the taxpayer .• 
salary, status, or employment/' 

On the other hand, the regulations provide ; 

Expeodltuff* made by a taijwiyrr for hia eduratioo are mS dedurtUile if 
they are fcH' edoratlon undertaken primarily for the pur|xifN» of obtaining a 
new poaltiOD or aubatantlal advancement In pc^Uiom or primarily for the 
puri>o^ of fnlfllllng tbe general educalionsl aaplratlons nr other personal 
purpose# of the taxpayer The fact that the educatl<« undertaken meetJ 
exprett reqalrMienta for the new poaltion tiit>atari!lal adrancetneot In 
pimiUcMi will be an Important factor Indicating that the (HluraUon la under 
take^ primarily for the purpose of (Staining such pmltlon or adranoefsienL 
unle^ auch education la recjnlred aa a condlUc« to the retention by the tax 
f>ayer of hU pre^nt emplOym^L In any event. If education la rf^ulre^i of 
the taxpayer In order to meet ti^ minimum requiremcnta for qualiflcaflon or 
w^bllahment In hla Intended trade or buain<« or ax>ecialty therein, tiie 
expeuM of auch education la peraimal In nature and therefore ii iiiot 
deductible* 

lUustxating tJie meaning of these rules, Uie authors of the regula- 
tions mention tlie ca^ of A, who is eniployed by an accounting finu 
and who takas courses to enable him to qualify aa a certifuMi public 
accountant Eipcnditun'S for (heae courses are not deductible, aa 
they were made before A became qualifietl as a CPA. P, a general 
practitioner of medicine,, takes graduate ooure^ in onler to become a 
specialist in j>ediatrics and is allowed no deductions for his ex|>ensoa. 
C, a less ambitious general practitioner, takes “a 2- week course review- 
ing developments in several specialized fields, including pediatrics, for 
the purpose of carrying on his general practice” and is entitled to 
deductions for his expenses, D is a school teaciier who is required by 
his employer or by law “either to read a Imt of l>ooks or to take certain 
courses” in order to hold his job. After completing the pre8cril)ed 
courses, he receives a master’s degree and is given an automatic salary 
increa^ D can deduct his educational expenses. G, a graduate 
student at a university, aspires to become a professor and must obtain 

* R^roUtloas, (TJ). it91, Brnflsfim, CumuUtJrt BulleUe. 

19M-1, p. t7). 
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an advam'ed to do so. Wliile working toward the degree, Q is 

a part-time teacher at the university. His educational ezpenaas are 
not dedj^ible since he has not completed the education required to 
become qualified as a regular faculty member. 

In attempting to limit deductions to educational expenditurm that 
are clearly relatwl to the Uxpayers income from hia current employ- 
ment, the authors of the regulations have excluded educational out- 
lays that contribute to future earning capacity and which for this 
reason hare great economic significance for the individual and for 
^lety. If a similar attitude were taken toward physical capital, 
deductions from taxable inconm presumably would be allowed for 
maintenance expenditures and capital replacement costa, but would be 
denied for depreciation on capital outlays intended to establish new 
hma, to enlarge existing enterprises, or to introduce new products 
The regulations concerning educational expenditures discriminate 
against the new man and the ambitious, compared with the estab- 
lished and the timoseiwer. Unsatisfactory as the present nil« may 
srem, readers may wish to suspend judgment on the regulations until 
they consider the difficulties that would be involved in formulating 
more liberal rules without opening loopholes. These problems are 
examined in a later sect ion of this chapter. 

Two other featuiva of the income tax that relate to educational 
expenditures are the provision excluding scholarship and fe^owahip 
aid from taxable income • and the provision allowing parents to cUim 
a $600 exemption for a son or daughter over 19 years of age who is a 
student and who receives more than half his support from his parents, 
even though he would otherwise not qualify as a dependent because 
his gross mcome exceeds $600.* 

II. Possible Plan for Deduction or Amortization of 
> Educational Expenditures 

The logic of the net income tax seems to imply that persons who 
make expenditures for educaUon that increases their earning power, 
or that 18 intended to do so, should be permitted to capiulire these out- 
lays .and write them off against taxable income through depreciation 
or amortixation allowances.. Income-producing educational expendi- 

» limited life and, if it is feasible, they 
shoidd be given the same Ux treatment as other investments. FaUure 
to aUow t«-free recovery of educational outlays means that the income 
U^alls m part on the return of capiul rather than on net inoome. 

1 hough they may suffer discrimination under the income tax, 
persona who obUin much formal education benefit from the fact that 


• Uteraal Cote. bm. nV. 
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tuition chargeB are g«nerally far lower than the costs of instruction. 
On balance, those who attend a college or university no doubt receive 
favorable treatment from society The present income fax treatment, 
however, doe# not reflect a conscious recognition of the sul>sidy 
received by Audenl^ The income tax discrimination is most severe 
against thoae who receive the smallest subsidy in the form of below- 
cost tuition chargee. Low average tuition charges do not wipe out 
inequities that are due to failure to allow educational expenses to be 
written off against taxable income, but the lowmess of tuition chargoi 
does reduce the possible adverse effect of the income tax on private 
investment in education and on occupational choice. 

Although an allowance for income- increasing educational expendi- 
tures is consistent with the theory of net income taxation and might 
1)6 hignly desirable from the point of view of social jiolicy, great 
practical difficulties would l» encountered in devising and adminisieT- 
ing an acceptable plan to put the princl^o into effect. These diffi- 
culties are attributable to the mixe<l nature of e<lucational exjiendi- 
turea, which include consumption as well as investment elements, the 
lach of legal and accounting convenlipiis formalizing the economic 
aspects of education, and other complicationa In order to bring 
out some of the more significant issues, I shall attempt to give the 
broad outlines of a plan that might pnive acceptable. My suggestions 
are highly tentative, and on some points I have not lieen able to make 
definite recommejidafiona I nM'ognire the need for further debate 
and technical work on (he subject, 

ALLOWANCE TO WHOM? 

The general principle is that costs incurred to acquire a taxable 
income should be charged against taxable income. Applied to edu- 
cation, the principle indicates that the personal costs ' of that educa- 
tion which increases earning capacity should l*e written off against 
the taxable income attributable to the education. This means that 
the writeoff should be available to the person receiving the education 
and the incon^ 

Students might properly be allowed current or deferred deduc- 
tions for their own educational expenditures and for outlays on their 
behalf by their parents, relatives, or friends. Expenditures by par- 
ents or other persons could be considered as equivalent to gifts to the 
student. He would be allowed to recover free of income tax the 
value of these gifts just as he can now write off against income the 
cost of a depreciable asset acquired as a gift or through the expendi- 

pkfM Mtf** to to lf to MM eo«to Mt hj itodMto M tor paiMto 
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ture of money received as a gift.* As a rule, no gift-tax problem 
would be involved because the amounts advanced by parents and oth- 
ers for amortizable expenditures would ordinarily fall within the 
$tl,000 annual exemption under the gift tax. (Logically, this ap- 
proach would imply that eligible educational expenditures should 
not bo considered “support” in determining whether a student is a 
dependent ) The privilege of writing off against taxable income the 
value of gifts in the fonn of education probably should not extend 
to the value of scholarships and other aid received from educationat 
institutions, governmental units, corporations, or other organized 
bodies. These awards are presumably intended to promote the gen- 
eral welfare rather than the economic interests of the recipient. 

Most past discussions of the relation between the income tax and 
educational expenditures have centered on the question of who pays 
the {lersonal costs rather than who receives the return. This approach 
has led to proposals for income tax deductions or tax credits to par- 
ents or others who finance education. Deductions or credits allowed 
, to parents, however, cannot be justified on the basis of a general defi- 
nition of income ; they must be n-garded as a means of subsidizing 
and encouraging family support of students. Proposals of this 
naturearebriefiy examined in a later section. ^ 

ELIGIBLE I^EMS ^ 

If an allowance is to be made for educational costs, decisions will 
have to be made concerning the kinds <3f education that will be eligi- 
ble and the components of total educational expenditures that will 
be charged against income. General income tax principles suggest 
that deductions should be granted, either currently or through amorti- 
zation allowances, for education that is undertaken for the purpose 
of adding to earning power. The emphasis on the purpose of the 
expenditures, rather than on their results, is in- accord with estab- 
lished practice. “Ordinary and necessary” business and professional 
expenses are deductible without a showing that any gross income is 
directly attributable to the particular items of expense. In doubt- 
ful cases and in respect of nontrade or nonbusiness expenses for the 
production or collection of income, the intent of the taxpayer is 
highly important in determining deductibility, although not always 
controlling. Usually some < reasonably objective evidence can be 
> addu(^ to corroborate or refute a claim that an expenditure was 
made in order to obtain income.* 


• Interatl B«T«nne CoA«, Mca. 197, 1011. lOlB. 

•InterMi Rerenae Code. eece. 162(*). 212; RemUttont 1.102-1. 1.212(1). The latMt 
^tte tup«,er I. hlchl/ elgnlfleuit la tadlcatla* whatber aa aettvtt, I. a bada«M ar a 
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In determining whether expenditures for a class of education 
should be considered costs of earning income, primary reliance might 
be placed on the intent of the taxpayer. The apparent influence of 
the education on earning capacity would constitute an important 
secondary criterion that might be decisive when motivation was un- 
certain. A precise measure of earning capacity would not be required, 
but merely an indication whether a significant influence could reason- 
ably be expected on the basis of the experience of other persons who 
have acquired similar education, or other evidence. 

Basic professional, technical, and vocational education may be pre- 
sumed to be motivated primarily by economic considerations, and the 
same may be said of a refresher course and supplementary training 
relating directly to the occupation of the person taking it. The con- 
nection between such education and earning capacity is fairly clear, 
ahd current deduction or amortization could properly be allowed so 
long as the amounts were reasonable. On the other hand, elementary 
eilucation seems to have little economic motivation and to have no 
claim for consideration as an investment for income tax purposes. It 
is much more difficult to classify college liberal arts education and 
high-school education. General college education increases earning 
capacity and is surely motivated in part by this consideration even 
when pursued primarily for its cultural and civic values. An attempt 
to distinguish clearly between general education and vocational or 
professional education in colleges and universities, furthermore, would 
encounter serious difficulties. Undergraduate students in business 
administration, teacher-training, engineering, and other professional 
fields take general courses as well os specialized courses, and many 
courses are hard to classify. General education, moreover, is less 
subject to obsolescence than highly specialized training and may often 
constitute a better investment from the strictly economic standpoint. 
The high-school curriculum also combines general education with 
vocational training, but economic considerations seem less important 
in high-school than in college. Rising standards of living and com- 
pulsory attendance laws, together with the development of public 
high schools, have greatly extended secondary education and reduced 
its personal costs. Although high-school attendance is still not uni- 
versal, children can go to high school in their home communities at 
little direct monetary (X)st to their parents.*" 

^ TV^NHtore W. Rclmtts ontUnet a somewhat similar rankioa of attltiidaa toward differeat 
kioda of adacatloa, bat places more emphasla on the inrestnient aspect of high school at- 
teodance (**Bdocatio& aod Economic Growth,** In National Socletj for the Stndj of Ed oca- 
tion, 60th jrearhook, NelMn B. Henry, td.. Social Jforoat InfimmieUig Ammican Mdmeaiion, 
l$$i. Part 2, Chicago. Unleersltj of Chicago Press, p. 52-63). In his 1960 presidential 
address to the American Economic Association and In prirate correspondence, Schnlts sng- 
ffsts that edneatlonal expenditures be rianilM as inrmUamt or consnmptlon by reference 
to tlmlr indnence on eamings rather than by the purpose of the ontlay. See his **lnTest- 
ment la Homan Capital.** Amerienn J o onosilo MdvUw, 01 : 1-17» March 1961. 1 hesitate to 
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Perhapw the best plan would be to allow the deduction or amortiza* 
tion of educational expenditures relating to : ( 1 ) any program of study 
leading toward a degree from an accredited college or university; (2) 
vocational training at a recognized trade school, business college, or 
similar institution; and (3) a supplementary, continuation, or re- 
fresher course of a predominantly professional* or vocational nature 
taken at a recognized or accredited institution. Presumably the new 
treatment should apply only to expenditures made after its authoriza- 
tion. “Degree-credit students” at colleges and universities, in the 
terminology of the Office of Education, would Qualify regardless of 
whether they obtained degrees or not Part-time studies and corre- 
spondence courses as well as full-time resident study should be eligible. 
Expenditures for ordinary high-school studiee would be classified as 
personal expenses rather than costs of earning income^ 

As regards college and university studies, this plan would err on 
the side of liberality. The allowance for all kinds of college and 
university course would cover some educational expenditures that 
are in the nature of consumption, as judged by pr^umed motivation 
or apparent influent on income. At the present time, however, most 
colle^ and university education seems to add to earning capacity, 
and it is difficult to rule out the possibility of economic nibtivation in 
connMtion with any part of it. The rate of private mon^ary return 
on total private costs of college education appears to be high — about 
12 % percent net of income tax in 1940 and 10 percent in 1960, accord- 
ing to Becker s estimates.^* If a large fraction of college costs were 
classified as consumption expenditures, the calculated rate of return 
on the remaining outlays would be high indeed. The imperfection 
due to a liberal allowance for college costs seems less objectionable, 
from the point of view of incmne theoiy and broad public policy, 
than that due to the present practice of permitting virtually none of 
these expenditures to be charged against taxable income. 

"nie diversity of trade schools, business colleges, and ^milar insti- 
tutions and the absence of a ccnnprehensive accrediting ^stem for 
them would complicate the application of administrative checks to 
assure that the expenses of ^udy at these institutions were Intimate 
educational expenditures. Under the veterans’ educational program 


teii approach ft>r tax porpa aaa for fMr that It wooM Stacrtelaata axalart 
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after World War II, difficulties and abuses were reported with respect 
to many of these institutions, particularly proprietary schools below 
college level. Standards were tightened in 1948 and again in the 
legislation providing benefits for Korean war veterans.^ The need 
for controls of quality would presumably be less acute under a tax 
deduction or amortization plan than under the veterans’ program 
inasmuch as the Government’s share of the cost would be much 
smaller under the tax ^heme. 

The principal difficulty in connection with supplementary training 
and continuation or refresher courses, which are often undertaken 
on a part-time basis, would be to distinguish vocational courses from 
other coursfes. Many extension courses, evening classes, and corre- 
spondence courses are almost entirely consumption, dealing with sub- 
jects such as hobbies, arts and crafts, current events, and music 
appreciation. Courses cannot always be distinguished on the basis 
of their content. A music course, for example, may be vocational 
training for one person but a vocational for another. It seems that 
the best rule would be to allow current dwluctions or amortization 
charges only for expense relating to education which the taxpayer 
repreMints as being primarily vocational or professional and which 
the authorities consider reasonably related to his occupation or occu- 
pational plans. The difficultly in applying this standard would be 
greater than those arising under the present rule, but they seem little 
if any more serious than the problems associated with deductions for 
items such as entertainment, travel expenses, and club memberships. 
The amounts involved may be smaller and many may feel that it is 
better public policy to be liberal with respect to educational expenses 
than with respect to some of the items now deductible. 

The suggestion that no income tax allowance be made for ordinary 
liigh-school education is debatable. There is considerable overlap 
!>etween high-school courses and the training offered by trade schools 
and business colleges, on the one hand, and by liberal arts colleges, 
on the other. For pnpils in public high schools, however, the amount 
that could be written off would be small even if the plan were extended 
to them. Since most young people now go to high school, the prin- 
cipal effect of an income tax allowance for the personal costs of 
secondary education would be to encourage attendance at private 
.schools.^ 

An alternative plan would be to tryt as investment varying pro- 
porticms of the personal costs of different kinds of education with 

MO.a PrMlSMt*i CmmbImIm ra VtWraM* PraatoM. XaMf/MOMat Mtmf- 
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the objective of reflecting differences in normal contribution to future 
earnings. For example, the proportions to be capiulized might range 
as follows: 100 percent for professional schools, postgraduate courses, 
and vocational training; 76 percent for general college and university 
studies; and 25 percent for high-school courses.** This approach 
has the merit of recognizing the mixed nature of educational expendi- 
turea Any set of percentages chosen for the schedule, however, 
would be almost as arbitrary as the all-or-none rule previously sug- 
g^ed. The difficulty of distinguishing between professional or voca- 
tional studies and general studies would remain. 

Cur^t or deferred deductions might be allowed for expenditures 
for tuition and fees, books and equipment, and necessary travel relat- 
ing to eligible education. No deduction should be granted for normal 
living expenses since th^e expend would be incurred in any event 
Although additional living expenses necessary to the educational pur- 
pose should in principle be deductible, the difficulty of distinguishing 
necessary additional expenses from normal or optional expenses would 
be great, and it seems advisable to deny deductions for living expenses. 
Alternatively, a small, fixed allowance for additional living expenses 
might be deductible for studenU while they are away from home. 

Although foregone earnings of students are a large part of the real 
co^ of education, it would not be necessaiy to allow this item to be 
written off against taxable income. This part of educational costs 
IS already free of income tax. Students and others who directly 
invest their time and energy in the creation of an income-yielding 
asset, in effect, enjoy an immediate writeoff of investment costs. Be- 
cause of time discount and uncerUiidy, an immediate writeoff is more 
valuable than a series of charges. Ifurthermore, the income tax does 
not dii^ly reduce the capacity of a student to invdst hb time in hb 
education. In contrast, a person who works for wages must pay an 
income tax, which leaves him less to invest.** 


INCOME AGAINST WHICH EXPENDITURES ARE 
CHARGED 


A strict rule would be to allow educational expenses to be charged 
only against income earned in the occupation for which the education 
prepared the taxpayer. This degree of refinement does not seem feasi- 
ble or desirable in view of the great difficulty of esUblishing a clear 
connection between different kinds of education and activities. Pro- * 
fessional Question, for example, may be adaptable to the requirements 
of work in fields that are only lo(^y related to the specialty. A 
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striking illustration is legal education, which has often been the route 
to leadership in business and politics. If a specific linkage between 
the kind of education and the source of earnings is not required, inter- 
ruption of professional or vocational studies before completion of the 
course or failure to pursue the occupation for which one prepared 
should not disqualify one for the allowance for educational ex- 
penditures. 

It would seem reasonable to limit the deductions or amortization 
charges to earned income. Although education may make one a better 
investor, the relation between property income and amount of educa- 
tion is rather tenuous. If educational expenditures could be written 
off against property income, this might give an undue advantage to 
persons with inherited wealth. Even with the eamed-inccMne limita- 
tion, the applicable marginal tax cate and brace the value of the 
deduction would be influenced by the amount of property income 
received. 

A politically sensitive problem would be presented by the case of 
housewives who do not work outside the home. It is suggested that 
no amortization allowance be granted for a housewife during any 
period in which she has no taxable earned income. Although the 
housewife’s services have economic value and her contribution to the 
family’s economic welfare is enhanced by her education, the value 
of her services does not enter into taxable income. Hence denial of 
a writeoff for educational costs that qualify the housewife to perform 
her services more effectively cannot be regarded as discriminatory 
in the same way as failure to take account of costs of earning a tax- 
able incmne. . 

TIMING 

By analogy with the tie&tment of the cost of physical assets, edu- 
cational expenditures should be capitalized and written off against 
taxable income over the period in which they contribute to earnings. 
Ordinarily this period would be the whole normal working life of 
the person. This approach, however, might be cumbersome for major 
. expenditures and ridiculous for small items. 

It is tempting to suggest that the taxpayer be allowed to write 
off expenditures at any rate he chooses. This would leave him com- 
plete freedom in selecting the beginning date for amortization and 
would permit him to deduct his expenditures currently if that were 
most benefidaL Most students do not have enough income to be 
liable for tax, and in profMons such as medicine and law, earnings 
are often small in the first few years of practice. Usually therefore 
students would wish to postpone the beginning of amortization until 
th^ left school or perhaps a few years later. On the other hand, 
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students who earn enough to be’ subject to income tax would find it 
especiallj helpful to deduct educational expenditures currently. If 
the deductions were taken currently, much of the recordkeeping that 
would be involved in amortization over a long period of time would be 
avoided. Complete freedom to tlje taxpayer in timing the amortiza- 
tion of educational expenditures, however, may be considered too lib- 
eral eo long as similar treatment is not accorded to thoee who invest in 
physical assets. Because of time disrount, an immediate writw)ff of 
the cost of a capital invwtment may be much more advantageous than 
a writeoff extending over a long period of time. At a compound 
interest rate of 6 percent, for example, the present value of a series 
of annual deductions of equal size extending over 20 years in the 
future is only 62 percent of the face amount of the deductions. A 
precedent for liberality respecting the timing of deductions exists 
in the treatment of research and experimenUl expenses of a trade 
or business. These expenses may be currently deducted, or capital- 
ized and written off over a period of 5 years or more, at the option 
of the taxpayer.** 

A p^ible o>mpromi.se would be to allow persons incurring major 
educational expenses to capiulize their outlays and amortize them 
over a fixed period of say 20 years, or the period ending when the 
Uxpayer reaches age 65 if that is shorter. The Uxpayer could ap- 
propriately be ^ven some leeway as to the date at which amortiza- 
tion would begin. Taxpayeini incurring minor educational expenses 
might be given the option of capitalizing their outlays or deducting 
them currently. Major and minor expenses could be defined in terms 
of percentages of current income. Outlays by full-time students 
would nearly always be major expenses. Most expenditure for sup- 
plementary training or refresher courses would qualify as minor 
expenses and dius would be currently deducted or capitalized at the 
taxpayer’s option. 

Persons who die before the end of the amortization period would 
n(A have (xunpleted the writeoff of their educational expenses. In 
such cases it would seem reasonable to allow the unaroortized balance 
to be deducted in the last taxable year." If this deduction reduced 
the income below zero, a carryback of net loss might be allowed and 

a refund of Uxes for prior years granted. Similar treatment c Id 
be justified for a person who becomes totally and permanently dis- 
abled. It might be^jrged for women who marry and withdraw 
from the labor force, but the termination of the amortization period 
would not be clMrly appropriate in these caam since many married 
wwneh leav e their jobs but later resume employment outside the 

Bctmm CaSa. aae 1T4. 



I LlSTtaM). 


FINANCIAL RSSOtTBCSS FOR HIOHIB IDUCATION 293 

III. Effects of Revised Treatment of Educational 

Expenditures 

The effe<^ of allowing educational expenditures to be charged 
against taxable income may be considered from the standpoint of 
Government revenues, college and university tuition cliarges and en- 
rollments, and occupational choice. 

REVENUES 

Government revenues would be reduced unless offsetting increases 
in tax rates were adopted. Under a plan allowing current deduc- 
tion of minor educational expenses and amortization of major out- 
lays for education, the full impact would be felt only after a period 
of years roughly equal to the amortization period. Over the transi- 
tion period tl»e annual charges would build up year by year. They 
would increase therwifter to reflect the growth of population and of 
educational e-xpenditur^ 

The available data permit rough estimates of expenditures for 
educaticm in colleges and universities, but not for trade schools, 
correspondence schools, and other educational institutiona Reliable 
statistics are available for tuition and fees {Hiid to colleges and iini- 
versities, including tuition and fees for extennon courses, adult edu- 
cation, and instruction by mail, radio, and television. There are 
data on which estimates of other expenditures of ^udents at col- 
leges and universities can be based. Some of the relevant infonna- 
tion is summarized in table 1. The estimates given in the table for 
books and supplies and for travel may be sMnewhat too high. Mean 
expenditures of full-time students were used in developing the esti- 
mates, but were applied to enrollment figures that include part-time 
students as w^ 

In estimating the revenue loss, an allowance has to be made for 
the expenditures of women who marry and wj^draw from the labor 
force before completing the amortization of twir educational outlays 
and for tlM expenditures of those who die t>efore completing the 
amortization period. In March 1957 one-half of the women in the 
age group 25 to 64 who had one or more j^ars of college education 
were in the labor force.^ Rates of participatimt in the labor force 
were higher anwng younger wmnen who had attended college but who 
were not currently enrolled, and were also higher among women with 
4 or more years of college attendance than among those with briefer 
attendance. Many <mllege woman who were not in the labor force 
in 1957 had previouriy beoi «npk>yed or would be employed in the 

**D.a B«rMa af Um Ohmm. Cmrrmt Fa y a laH — SariM P-SO. Ha. TT, Poa- 

alattaa Ckaraatarlatlaa (Daa. IT, ISST), aa« Sarlaa P-SO, Ma. t$. Labor Perea, NoTasbar 
ISST. 
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TABLE 1. — Estisuted exp^^tnrM of •todcnto for ooloctod Itcmo; coIImm omI 
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future* On the other hand, some of those who ware employed w^ild 
work only a short timA I sasume that one-fourth of eligible expendi- 
tures of women students at ooUeges and universitiee could not be 
amortixed under a general plan because of lack of earned income 
against which to claim the deductions. In recent years women stu- 
dents accounted for about one-third of college and university enroU- 
ment.** On the assumption that average expendituiee of women 
studento are equal to those of men students, it follows that the 
“wastage” of amortizaticm deductions of women students would 
amount to about 8 percent of total outlays for eligible items by college 
and umversity students. £ven with a final -ynu* adjustmwit, as sug- 
gested above, death or disability would prevent some men *nd women 
from completing the amortization of their invMtiiMnt" An allow- 
ance for unemployment should perhaps be added, but this should not 
be large if prosperity is fairly Veil maintained inasmuch as short- 
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ff>nn unemploymeut would usuaIIj not prerent amortization. All 
(old, the wa^Ago of amortization deducticms might be about 10 
[>erc6nt. 

It sterns safe to assume Uiat, so long as income tax exemptions re- 
main at approximately their present level in relation to average 
mcomeT nearly all former college students will hare incomes large 
enough to be subject to tax when they are employed. Selection of an 
appropriate marginal rate of income tax is more diflicult. The average 
iruxime of persons who have attended college is considerably higher 
tlian the average income of others, but apparently not high enough 
to raise a large proportion of them into upper tax bracketa In 1958, 
23 {>er(»nt of male college graduates with money income rereived more 
than $10,000; only 1.5 j>ercent of women graduates with money in- 
come were in this claas.** 1 assume that, with present rate schedules, 
the weighted average marginal rate of income tax applicable to former 
college students is about 25 percent (Under present law the marginal 
rate for a married couple with two dependent children rises from 22 
jierrent to 26 percent at an incxime of approximately $12,000.) 

These ^imatre and a^umptions indicate an ultimate revenue l(ws 
of roughly $300 million if amortization or deduction had been allowed 
for 1957-58 expeziditures of college and university students for tuition 
and fees, books and supplire, and travel (see table 1), The total 
revenue loss would be a^ociat^ with 1 y^ris expenditures, but would 
occur only over a period of 20 y«trs if the suggest ions made above 
concerning amortization were adopted. After intn>duction of the 
plan, the annual revenue would increase year by year as succe^ive 
groups began to claim deductions or amortization allowances for ex- 
penditure made in later yeara If students’ expenditures remained 
constant at the 1957-58 level, the annual revenue lo® would stabilize 
at approximately $300 million after 20 years. Educational ex}>e4idi- 
tures, however, can be expected to increase rapidly with the growth of 
enrollment and with probable increases in tuiticm charges. On the 
basis of projected increase in enrollment and tuition chargre, but 
assuming no change in prices of other items, amortizable or deductible 
expenditures made in 1969-70 may be placed at $3.1 billion or more. 
On the assumption of a 26-percent marginal tax rate and 10 percent 
•^wastage” of deductions, the ultimate revenue 1(^ with r^pect to that 
y«ir would amount to $0.7 billion, spread over two decades. These 
estimates make no allowance for an increase in'taxable income due 
to a stimulus to education provided by tax revision. 
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INFLUENCE ON TUITION CHARGES AND 
ENROLLMENTS ' 

The adoption of a plan allowing educational eipenditurw to b 
written off again^ taxable income would probably encourage colleges 
and universities to raise their tuition charges and fees. Tuition 
charges are well below instructional cOsts at most institutions, and the 
institutions face financial problems. The extent of the increase in 
charges cannot be forecast with confidence, but informed obeervers 
have generally agreed that tax relief for parents of students would 
le®en the reluctance of colleges and universities to raise charges 
Amortixation for students is leas cloaely related to the ability of 
parents or ^udents to meet increased (bargee, but the adoption of an 
amortixation plan would no doubt increase to some degree capacity 
and willingness to pay tuition charges. 

The amortixation plan would implement an arrangement providing 
higher tuition chargee and long-term credit facilities to enable needy 
students to pay die charges. That system would formalixe the re 
semblance between educational expenditures and investment in physj 
cal asseta If lilieral credit and tax amortixation were available, much 
could be said for a policy of raising tuition charges high enough to 
cover the full marginal costs of instruction in courses that are pre 
dominently vocational or professional in nature." The argument for 
higher tuition charges would be especially persuasive in regard to pro 
fessional fields such as medicine, where educational costs and earnings 
are much above the average. Students in these fields now pay only a 
small fraction of the costs of their education. 

Any action that reduces the net cost of tuition payments or facil- 
iutos borrowing to cover educational expenses should induce some 
students who would otherwise have attended public institutions to 
apply for admission to private colleges and universities. Adoption of 
an amortization plan would result in tax savings ultimately amounting 
to f>erhap8 one-fourth of expenditures for tuition and fees and other 
eligible items. As already noted, however, the fact that the tax 
savings would be realized in installments over a period of years 
would considerably reduce their significance. Although it seems 
clear that the plan would stimulate enrollment in private institutions 
compared with that in public ones, the probable extent of this jnflnAnrA 
is hard to appraise. 
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INFLUENCE ON EDUCATIONAL EXPENDITURES AND 
OCCUPATIONAL CHOICE 


In present circumstAnc?ea, it seems unlikely thjit adoption of a plan 
{or amort itation of educational expenditures would have a great 
uiilnence on the total investment in education and on tlie choice 
u tween occuj>ationa requiring different amounts of such investment, 
TIk' role of economic calculations in educational and occupational 
, hou'es is uncertain, and the tax benefits of an amortisation plan would 
injual only a small proportion of the total personal costs of college and 
university education. Forgone Mimings of college and university 
•^luilenta, which are a part of personal costs but which would not be 
amortizable, are much larger in the aggregate than exjienditiires for 
items which might properly be subject amortization (tuition and 
fees, books and ^applies, and travel) . In academic years 1955 -56 and 
1957-58, the amortizable items accounted for only alxiut 15 to IT 
|H'rcent of estimated total personal ocm^h of cxilltge and university 
.Hliication, exclusive of any additional Uving expenses of indents; 
the remaining 83 to 85 peroeait of personal costs consisted of forgone 
lamings.** 

On the assumption of a 25- [percent marginal tax rate, it appears 
that the tax saving attributable to amortiiation of educational ex- 
I>enditure8 would have equaled only about 4 percent of total personal 
lywts of college and university education under conditions prevailing 
nxsntly. This figure riiould be diw»unted because of the distribution 
of the tatt saving over a period of j^rs. An item as small as this can 
hardly be a strong influence on the amount of educational ex{)endi- 
nires or on occupational choice,. 

The tax benefits from amortization would not represent a major 
fraction of personal costs of even the most expensive kinds of educa 
tion. Although students’ outlays for tuition and fees and other 
cx|)en9e8 at certain prestige colleges and at professional schools of 
private universities are much larger than average expenditures for all 


approximately 1969-60 prices and wage rat^ the total personal cost 
of a medical educatitm at private inMitutiop'^, including a 4-year pre- 
medical course at an “Ivy League’* college, 4 ^ears at a private medical 
school, and a 1-year internship, averaged roughly $45,600. (Many 
physicians also serre reeidMicies in order to qualify as specialists.) 
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Of the $45,500, about $Ji8,500 represented forgone earnings and $12,000 
tuition and feoa, Ixwks and supplies and equipment, and travel (see 
table 2). Under an wnortization plan, $12,000 could be written off 
against taxable income at a rate of, say $600 a year. Although this 
sum is not insignificant, the tax saving, assuming a 30-porcent 
marginal tax rate, would amount to only 8 percent of tJie personal 
investment in the physician’s (slucation.** 
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If tuition and fees were increased to cover a much larger fraction 
of total educational costa, the amortization plan would become more 
aigniiicant ; nevertheless, amortizable expenses would still represent 
only a minor part of total costs, owing to the importance of forgone 
earnings. If, for example, in 1955-66 and 1957-58 tuition and fees 
had covered all educational costs of colleges and universities, amor- 
tizable expt>.nses of students would have equale<i only about 40 to 
44 fKircent of total costa,** In fields such as mwiicine and dentistry, 
where instructional costs are high, the fraction might l»e somewliat 
greater but probably not striki;jgly so, inasmuch as forgone eaniings 
sre larger for students in professional schools than for the average 
student. 

It could be argued (hat, in appraising the influence of amortization 
of e<lucational eijMmmcs, students’ benefits from the (ax provision 
should be related to their money outlays for education rather than to 
total personal costs, including forgone earnings. One basis for this 
approach might be the hypothesis that, in decisions relating to edu- 
cation and occupational choice, opportunity costs are given much less 
weight than money ejipenditurea. Granted that many students and 
parents may not carefully calculate forgone earnings, I do not believe 
that we should a^ume that opportunity costs have no influence. Op 
pot^unity costs are taken into account partly in the form of students' 
living expenses, which are included in most published material on 
educational costs, but not in the estimates presented in this paper. 
The calculation of opportunity awls requires less sopliistication and 
foresight than tlie evaluation of the tax benefits due to amortization 
of educational expenses, and those who ignore opportunity costs might 
also overlook the more remote advantages of amortixation. <■ 

A more persuasive reason for concentrating on money outlays, 
including living expends but not all forgone earnings, is the possi- 
bility that these costs will be financed by borrowing. The availabil- 
ity of tax amortization might increase the willingness of students to 
borrow and might cause creditors to regard these loans as better risks. 

IV. Dedoctions or^Tax Credits Allowed to Parents of 

Students 

In recent years there has been considerable discussion of the possi- 
bility of allowing income tax deductions or credits for certain educa- 
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tional expenditures. In 1953 the House Ways and Means Committee 
selected college and educational expenses as one of 40 topics for 
study in preparation for a revision of the Internal Revenue Code.** 
The President’s Committee on Education Beyond tlie High School 
recommended in 1957 tha 


. . . the Federal revenue laws be revised, with appropriate safeguards, 
in ways which will permit deductions or credits on income tax returns by 
students, their parents or others, who contribute to meeting the expendi- 
tures necessarily Incurred in obtaining formal education beyond high school ; 
and, further, that provisions be included which will grant pro{>ortlonately 
greater tax benefit to those least able to afford those expenditures." 

The 1960 platform of one of the major politia\l parties favonnl 
‘‘consideration of means through tax laws to help offset tuition costs'’ 
without specifying the form of the assistance.** 

A large number of bills relating to expenses of attending college 
or university have b^n introduced in Congress in recent years. Al- 
though the bills commonly provide a deduction or tax credit for a 
person incurring expenditures for himself or for a dependent, the 
following comments relate solely to the tax relief that would be offered 
to parents of college students. The analysis, although incomplete, 
deals witii the more important aspect of tlie bills. Parents, on the 
average, pay a larger fraction of the money costs of college educa- 
tion than students do and parents also have higher taxable incomes.* 
Proposals for the deduction from taxable income of educational 
expenditures have been criticized «on the grounds that tliey would 
grant proportionately more relief to high-income families than to 
those with low incomes. The tax saving attributable to any deduc/- 
tion varies directly with the marginal tax rate, and in the graduated 
schedules employed in the United States, marginal rates rise to high 
levels for large incomes. Critics have pointed out that a deduction 
for college expenses would give the largest benefits to families with 
the least need for financial assistance, and they have expressed the fear 
that such a plan would accentuate the tendency for college enrollment 
to be drawn from families with incomes much above the national 


"V.8., 8S4 Cong., lat ww... part I, g nwml JUvwmm EwMw*. Heuliifa b«A>ra Um 
C ommUtM on Way* and Hanna. Honae of Rvprawntatlvaa. IME a 17T-M1. 

D.8., Tha Praaldant** Comaltta* oa Bdocnttoa B«yon4 tlM High School, Sooand Ea- 
port la tha PmUlomt, July 1M7. p. 11. 

■ natformt of the DamooroMo Party mm4 thp Repmhttcan Party, l$g$ (Ralph R. Roberta, 
Clark. U S. Hoima of Rapraaontattvaa. Saptamhar 1060). p. 66. 

•U.S. Dapartnant of Boalth. Bdoeatloa. and Walfara, Oflca of Mneatlon, Coafa a/ 
Attomdtay Ooltaya, Braaat V. BoUla amt saaooPMaa. OOB Ball. 1057. No. 6, p. 48; Joha B. 
Lanaing. Thonaa Lorlamr, and CMkaahl Morlfn^l, Bow Paayta Pay far Oattaya, Ana 
Arbor. Hleb., Snrvay RoaaanA Caatar, iMtltnta far Boalal R a ea a re h , Unlvandty at iflab- 
Itaa. 1060 ; Awarlean Dental Aaaoelatlon, Baw PtmtmUa Ptmamaa Thatr Dantal tdaaaHaa, 
1096. p. 40 : DB. Dapartwant of Health, BdMatloa. and WaUhra. Pnhile Health Sarvlea, 
PhyaMama far a Oraaatmy Aaaarlaa, Report at tha Barfaaa QaatraTa Coaaaltaat Otaap 
oa Modleal Bdoeatloa. PH8 Pah. Mo. 700, 1060, p. M. 
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These objections have prompted the suggestion that parents or 
others be allowed a tax credit equal to a stated percentage of certain 
expenditures rather than a deduction for these expenditures. A 
credit is subtracted from the tax liability otherwise due rather than 
from taxable income. To illustrate, a 80- percent credit would give 
a $300 tax reduction to parents who incur $1,000 of eligible expenses 
for, a son or daughter in college. For persons whose tax liability 
would exceed the antpunt of the credit, a uniform credit offers benefits 
equal to the same fraction of eligible expenditures regardless of income 
level and marginal tax rate. Parents whose incomes are so low that 
they pay no income tax would receive no assistance, and those whose 
tax liability is less than the amoimt of the credit would not be able 
to take full advantage of it. It appears, however, that only a small 
minority of parents of college students would be subject to these lim- 
itations under most of the tax credit proposals. A considerably 
{greater part of the total tax reduction would accrue to low- income and 
middle-income families under a tax credit than under a deduction plan 
costing the Government the same amount of revenue.*® The credit 
approach has been endorsed by the American Council on Education •* 
and has been embodied in several bills introduced by Members of 
Congress. 

The proposed tax credits or deductions allowed to parents of col- 
lege students would provide immediate tax relief. Government reve- 
nues woiild therefore be reduced more quickly than by an amortization 
plan covering the same expenditures. In the long run, however, the 
revenue effects of current deductions and amortization allowances 
would be much the same, provided the same items were charged 
against income. A tax credit for particular items would bring about 
more or less of a revenue loss than a deduction of the same items, 
depending on wh^er the credit rate was higher or lower than the 
weighted marginal rate of income tax. The two approach^ would 
have qualitatively similar infiuencee on the unount of educational 
expenditures, enrollment at public and private educational institu- 
tions, tuition charges, and occupational choice. But in all these 
respects an immediate deduction or credit allowed to parents, would 
doubtless be more powerful than amortization allowance for stu- 
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dents that would bring about the same loss of revenue over a period 
of years. 

As already asserted, tax credits or deductions for parents or others 
who meet the ex]>ens€s of students cannot be regarded as an improve- 
ment of the definition of taxable income. Granted that certain edu- 
cational expenditures should be considered an income-producing 
investment, general income tax principle indicate that the costs 
should be charged against the yield over the life of the investment 
Credits or deductions to parents are inconsistent with these prin- 
ciples because they apply to the tax liability or income of the par- 
ents rather than to the investment yield in the form of students’ 
earnings. Neither the Internal Revenue Code nor popular opinion 
treats parents and their adult sons and daughters as a single economic 
unit. A second criticism of credits or deductions to parents is that 
the tax relief would accrue before tJie receipt of the invratment in- 
come. A less fundamental objection is that nearly all of the pro- 
posals that have received public attention have been limited to college 
and university expenses and would therefore discriminate against 
other kinds of training. This defect could be eliminated by broaden- 
ing the credit or deduction. 

The proposals for credits or deductions to parents are intended to 
subsidize and encourage socially meritorious activity. For this rea 
son, questions about the efficacy of the plans in stimulating additional 
expenditures, the distribution of benefits among income classes, and 
the needs of beneficiaries are more pertinent to th^ plans than to 
the proposals for refining tiie definition of income by allowing stu- 
dents to write off certain educational expenditure." A deduction 
or tax credit granted to parents can be justified only on the grounds 
that educational expenditures are more meritorious or more burden- 
some than other socially deirable expenditures that do not receive 
special tax troatmentt It is also necessary to argue that tax relief is 
more efficient or otherwise more acceptable than additional Govern- 
ment expenditures as a means of encouraging education. Some such 
considerations seem to underlie the approval of deductions for charij 
table contributions, and several personal deductions have been at- 
tacked for failure to conform to similar standards. Deductions that 
are recognized as necessary for the computation of net income, on the 
other hand, are not usually expected to meet such exacting 
requirements. 

The difference between a current deduction or credit to parents 
and a deferred deduction to students may not s^m important to 
most of those who are eager to do something to help education. 

Hftrry Kahn. JPerfomol De4mctUm$ In th% Fed^rml Im>ow^ Tmm. PfinoaUm, 
Princetoi^iilTarvitjr Pma, p. 1 &- 16 . 
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Although the general public can hardly be expected to be as con- 
cerned as tax experts are with refinwnenta of inccxne otncepts, the 
public should recognize that there are important advantages in ad- 
hering to the general principle of the income tax* These principles 
set up a desirable bulwark against erosion of the tax base. Many 
of our difficultira and diKiontent with the inaime tax can be attrib- 
uted to the lack of adherence to a logical and consistent definition 
of income. Modification of the income tax for the purpose of sub- 
sidizing a desirable activity invites proposals for more questionable 
tax subsidies. 

No great difficultiw of administration or compliance would be in- 
volved in the tax credit or deduction plans if they were rretricted, 
as is usually sugge^od, to tuition and fe^ and perhaps a few other 
designated expenditure of full-time students at recognized colleges 
and universities. If an effort were made to extend the plans to 
expenditure for part-time studies and for courses at trade ^hools 
and other institutions, many of the same difficulties would be en- 
counter^ as under the amortization and deduction plans discussed 
in a preceding section of this chapter. The same marginal distinc- 
tions between eligible and ineligible expenditures would have to be 
made. Any plan providing current deductions or credits would have 
one 'administrative advantage over the amortization plans : it would 
not require the maintenance of accounts for individual taxpayers 
over a long period of years. This advantage may become less sig- 
nificant with the in.stallation of automatic data-processing systems 
by the Internal Revenue Service. 

V. Conclusion 

More liberal deductions and amortization allowance for educa- 
tional expenditures can be supported as a refinement of the income 
tax and as a means of encouraging inv^ment in Vacation and 
entry into occupations requiring expensive education. Current and 
deferred deductions for students pursuing education that increases 
their earning capacity are consistent with income tax principles, 
wliereas deductions or tax credits for parents of students must be 
regarded as a special subsidy or incentive device. The design and 
administration of an acceptable scheme of current deduction and 
long-term amortization of educational costs would be difficult but does 
not seem impossible. The case for modification of the income tax 
would become stronger if tuition charges were raised to <»ver a 
larger fraction of college and university instructional costs. Even 
in those circumstances, forgone earning an item which could not 
essioa— es *» 
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properly be amortized, would be the major component of the coeta 
of education beyond the high-school lerel. It seems unlikely that 
the adoption of a tax amortization plan would greatly influence 
educational expenditures. Neverthele^ the recognition for tax pur- 
poses that certain educational expenditures are inyestments would 
help establish an important principle that is oftm overlooked. Fur- 
ther study and public discussion of the subject are desirable. 


t 

* 





CHAPTER 18 


Research and the Financing of Higher 

Education 


AST YEAR tlie Nation spent about $1.4 billion for research 


in institution* of higher education— an increase of $300 million 
oTOF the $1.1 billion level of 1960 (table 1), This represents $1 
out of every $6 spent for higher education in 1960, as compared 
with $1 out of $10 in 1950 and $1 out of $26 in 1940. Between 
1930 and 1960, expenditures for research increased 5.6 times as rapidly 
as total expenditures by collies and universities. This trend clearly 
indicates the mounting significance of r^earch in the financing of 
higher olucation. 

Higher education in the United States has been defined as “that 
convenient abstraction whidi permit* one to deal coherently with 
not far from 2,000 institutions of learning, diverse in character and 
involving millions of people engaged in a bewildering variety of 
activities.”* This al^trac^ion is not, however, very convenient for 
appraising the impact of research upon the financing of higher edu- 
cation because 186 universities and technological schools — lees than 
10 percent of the 2,000 in^itutions — consistently account for 97 per- 
cent of the research funds, 

R^earch activities do not now affect in any major or direct sense 
the financing of other equally vital institutions — liberal arts col- 
leges, teachers colleges, theological and other prof^sional schools, 
junior colleges, and tetdmical sdiools. B%U research does play a 
powerful role, sometimes the dominant one, in financing the activi- 
ties of the 186 universities and technological schools. These insti- 
tutions award more than one-half of oM the hachelor^s degrees granted 
in this country and constitute the Nation's mam resources for grad- 
uate cmd professional training. In these instit%Uions, research in- 
ffjuem^ the wteUeotual oUmate of graduate and undergraduate 
educatton, the character of physical facilities, the siee, oompositi^ 
and ambitions of the faculty, the nature of instruction, the aspira- 

•Chlrf ot U» B«MBreM S«ctloB. 0«e« o* ProgrUB PUaBlag. M«tloaal iBrtl- 

tut^ of 

» IfBtktBBl lUapoirn- Cooscll. MbbbNmi md Mmtpnmr, Hmtt DbtIA •*. K*w Tort, 
OsiombU UalTonl^ Proao. IMO. p. MO. 
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tion» of students; it affects significantly the fifumcing of all their 
other educational activities. 

Somwne has liken^ reading Proust to peeling the sucxi^ire layers 
of an onion. In this chapter I intend to peel away the gross im- 
preffiions derived from aggregate data and qualitative sp^ulations 
in order to describe the impact of sponsored research upon the financ 
ing of higher education. 


TABLE l^Ex|»€nditure* of institutioni of higher education: toUl for educa- 
tional and general purpoaca* and for organiied rescarclu selected jmrm. 



RipenditaFM to mUliotji 

Orp^tted iwaeArch m 
pen*ot af^ 

Yftar 

Total i 

Edu^ 

ti^al 

gamral 

Ofmanitod 

PMieorcb 

Total 

EdiM»- 
Utmal and 

\m ^ . 

IW 1 

mm. 1 

fia. 1 

1-8 

4- 8 

1940......... 

©me 

m i 

1 

4. 1 

A 4 

1960__. 

0 

1,717. i 
l.pmi 

a m?i 

©7 1 

10-1 

It 2 

1963...--..-.-.-.^. 

am 3 

SXki 

119 

I& 4 



* , . 

% 9ta 5 
a 04- 7 
C54 a« 
* A TOO 

mm 

506 1 

12 9 
14 3 

16. 4 

IR- I 

1968... . = . . 

A 684- 1 

* 4. m. 0 

m i 

16 1 

ms 

19» (esUiiiftte).. 

• 1. 100 0 

19 a 

Ml 

1961 .. . 

» a4oao 






Ratio imnm, . „ 

11:1 

13:1 

mil 

1:1 

I;l 


* la AddiUcffl to ©domtisiiJ asd f»aersJ •rpeodltaim •todact M trpendltiifm cunrol 

oipeodituim ul 6 eipeadittirM toe entorpri**. 

* Autbor’s^umato. Uklng iato motxmxti the lacr^st ia eirpeoditurej lc» and tb* c^wth 

total eipeaditur^ oettma il@ asd 19^ 

* Aothor's eompa^ frOT daU m F#d#rml wppcMd erf la imJ (N atioBai 

Fouadfttl^ Atfirf# fm S^aai X)— liflO •ettay f?83 J milMim, 1961 99644 am^— by 

Helming tbftt the Fe<krftl sbere ^mUaM to ef^xmimiUe 70 peroeat td the total. 

SonROE: Date for 199CMi kir the ai^iecato United Statea from D 8. Departmant of Il^tb, Edurnttoa, 
and WeHaim, OfSoe <rf Edtmttea, BUmM 8mrw^ ^ Date lor 196% author'! e s ti iu atei. 


Growth of Research 

As a component of university expenditures, reseArch w&a of little 
consequence prior to World War II. In 1940, the institutions of 
higher education in the United States spent ^ million for organized 
research — 5 percent of their total expenditures for educational and 
general purposes.* 

For the three p>eriods for which data from the Office of Education 
biennial surveys permit closer scrutiny by type of institution and 
control, 1953-54, 1955-56, 1957-58, it is evident that : (1) Univereiti^ 
and technological schools conmstently account for about 97 percent of 
organized r^arch expenditures by invitations of higher education ; 
(2) the distribution of ree^rch funds among public and private uni- 
versities closely approximates their numerical relationship, 81 public, 


*Mxpendltiim for eduefttt^aJ and geottml pnrpmm do not tododt iteM mth mM tto- 
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60 private; (8) the 21 primte technological oilioolfl rroeive substan- 
tially more r^earch funds than the 24 public ones; and (4) the pr^ 
portion of expenditure for educational and general purpc^ea devoted 
to r^uirch is largest, for the technological schools, esp>ecially thc^ 
privately controllwi, and it is bubstantially larger for universities than 
for the remaining typ« of kurtitutions (table 2) . 


TABLE 2.— Expenditure* for orfanized rMearch ia Inalitutions of higher edu- 
^ , by tjp€ And by control of iMtltntlon, 1^4, IfSS, IftSs 
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During this period of growth, re»arch has expanded in two di^inct 
patterns. One pattern is represented by the creation of large-scale, 
off-campus re^arch centers wholly supported by the Fedebal Govern- 
ment and staffed almoert. exclusively with full-time researchers. About, 
one-half of all the expend! ture« for organized r^arch is conMsntrated 
in a few major r^»arch centers such as Dos Alamoe, the Jet Propul- 
sion Laboratory, the Applied Physics Laboratory, «id Argonne La- 
boratories, operated and managed as off-ate installations by the Uni- 
versity of California, California Inrtitute of Technology, Johns 
Hopkins University, and the University of Chicago, respectively. 
The(» university-managed operations contribute significantly to the 
Nation’s reawinii effort. They do not, however, usually aigage in 
the instruf^ion of rtudwits or impinge upon the use of cla^room and 
laboratory space. 

The other pattern provides rapport for the work of individual 
faculty members, usually o^aged in resMuch part time, on campus, 
usually in the tnulitional^pwimental setting where graduate and 
postdoctoral training is ti^ffiy integrated into the warp and woof of 
the total research activity. This pattern also provides support for 
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full time r«earch staff, generally in a departmental or rMoarch insti- 
tute framework, and involvM a sul»tantial number of graduate stu- 
dents and pc«tdoctoral res^rch fellowa. The di^nction between the 
lai^- scale center operation and the faculty research pattern is not 
a matter of black and white; there is a substantial gray area where 
neither classification fits precisely. NerertheleeB I hare focused upon 
.8upf>ort. of the research being carriod on by individual faculty mem- 
bers and have excluded university -managed research centers from the 
first two sections of this analysis for two reasons: (1) Only a few of 
the leading educatiMial institutions operate resaearch centers, but 
almoet all of the major institutions sponsor faculty research; and (fi) 
faculty research affects tlie financing of virtually all departmenta and 
activities within a university — the recruitment, compen^tion, and 
retention of faculty; the utilisation of facilities; and the instrurtion 
of studenta and the training of soientista. 

In its quadrennial surveys the National Scjen<» Foundation identi 
fies the support of r^earch carried on by individual faculty members 
as “Separately Budgeted Reswirch by Collegei and Univeraiti^ 
Proper.” ExpemditurM for such research increased from $905.5 mil- 
lion in 1954 to $327.5 million in 1958 — 4 years ago (table 8). The 
number of institutions reporting such research jumped 75 percent be- 
tween 1954 and 1958, while research eapenditurw rc»e 60 percent. 
Analysis by expenditure interval (table 4 and chart 1) shows: (1) 
Increasing concantration of research expenditures in fewer institu- 
tions: about 6.5 per<»nt of the institutions accounted for 57 percent of 
the total in 1958 as aimpar^i with 46 percant in 1954; (2) growing 
participation by a much larger number of colleges and universiti^ 
with modest expenditures for research : 48 percent of th<ae reporting 
spent under $100,000 for research m 1958 as compared with 27 percent 
in 1954 ; and (3) substantial increase in the number of in^tutions with 
ri^arch expenditures exceeding $1 million and, in particular, in the 
number exceeding $5 mUlitm. 
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cHAirr I 

TRtWDS IN WiTIWiUTTON OF SEPARATELY BUDOETED R & D IN 
C0LLE0E8 AND UNIVEf»ITIES PROPER, 1954-58: 
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CHA^T 2 

TRENDS IN FEDERAL SUPPMT ^ RESEARCH AT CaL£6ES AND UNIVERSITIES, 
1952 ^ 19 6 1 




frmm F###fgi 1 a I , 

Nat»*«l Sck«.*HC« ac 

Shift in Character and Cnmpoaition of Federal Support 

Between IWJ and 1952, Federal support of thia research in institu- 
tions of higher education increased tenfold: from $16 million to over 
$150 million. In 1940 the Department of Agriculture provided the 
bulk of all Fwieral support for such research. In 1952, the academic 
community depended heavily upon the military agencies for sponsor- 
ship of res^au^. Since 1952, tins situation with reep>ect to Fwleral 
support for faculty reseairch has chariged gradually — almost imper- 
ceptibly — as these facts sliow ; 

(1) Sai^rt bF the mlUtarF agmcies has dripped from TO percent to S2 
perc^t oi federsUy Bponeored roee arcb In axUreraltiee ; * 

(2) The nomnlUtary aaendM now auppott more than two thirds of the 
total : and 

(8) The National Inatitatea ckC Health has emerge u the leading Federal 
sponaor of anlveraitF research ; the National InsUtntM of Bealth and 
^ National Sconce Foondatlon together now {u-ortde DMrlF one-half ^ 
Ntll Federal funds for separatelj budgeted reaearcb bj collegea and uni- 
verritlM, prt^jer — miming research by indiridual faculty members 
( table 5 and chart 2) . 

This radical but little-l^ralddd shift in the composition of Federal 
agency support has been a^»mpanied by an equally significant shift 
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in the meclmaism by which support is provided. Todsy the dominant 
mode of support is by grant ratiiej- tlian by oontract- lliis diangu has 
mfluonad the character of review, the freedom of inquin-, and the 
gtabilily of support.. R^arch propc^als are usually reviewed by tlie 
applicant’s KJentitic p>wra, employing tlie criteria of n-i;'.'.: n • r.t, 
; 'iv.se, and feasibility, The terms and oondit;i':„s of ,rrw:.'s 

:.3'. L> b>een liberalized to give Uie scaejitist greater fna-'ii. in ^ t :;.q 
Wlat is more important., most research gTants now provid-- : it '. nr. 
- .piort., affiuring grater stability for the investigator and trav;.! _ rui- 
“Soft” into hard money for the institution. 

TABLE 5.— Frferml n^ii of oepamKb btidret^i reaearcJi and derelopmfnt 
in coUef« SJ^ naJTeratie*. |irope», by i^ency, •rle>el4?d y«n„ 19i2-61 ‘ 
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Linked to th^ two changes has been a thini developniont of equal 
significance. The agenci^ involved, their advisory groups, and con- 
gresaional committees have taken the view that support of rem-arch in 
univeradiiee wioompasses »ipport for res^rch facilitiw and the trairn 
ing of manpower for t<Mnorrow's research. To implement this objec- 
tive, the National Inrtitntee of Health, the National Science Founda- 
tion, and other agenciee have initiated manpower and facilitiee 
reeouroea programa designed to rtrengthwi the hation s research struc- 
ture and to incrwise its capabilitiM for future growth. laken 
t^^ether, theee three developmMitS — the rising tide of civilian agency 
domini^oe, t-Ks swing frcBD otmtracta to grantS) and the initiation of 
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robstanti&l reaouroe prt^runa aimed at enlarging the auppl^f end 
improring the qualitj of scientific manpower and proriding reaeaith 
facilities and equipment — have exerted a profound influenoe upon 
financing of higher educatioo. 

Impact 

The general impact of reeearch on the financing of higher educa- 
tion is self-evidenL In some institutions the coat of this research 
represents more than half of the university’s total budget. It accounts 
for over ow*- fourth of the Nation’s expenditure for educational and 
general purposes in univeraitiee. But to (fetermihe the impact of 
research funds upon the financing of higher edoeatioa, we must 
look behind these eggregatss and examine theif influaic© on costs, 
faffing, facilities, and students, 

THE ISSUE OP PAYING FULL COSTS 

Many university officials claim that the funds received for the sup- 
port of reeearch do n(H cover the fuU c<»t to the institutions of lodi 
acUvitiea* To remedy this condition, uni^rsitiee have stmght by 
negotiation with the military agencies to: (1) Obtain raimbumment 
for Uie full indirect oosU, and (2) devise formulas which are now 
embodied in the “blue book” for e^abliahing universitywide rates that 
w.ould vary with the unique cost conditioru at each institution. How- 
ever, a new situation has arisen as National Institutes of Health and 
National Science Foundation resMrch grants have become the d<»ni- 
nant mode of Federal support for faculty research in uniFMaitiee. 
Such grants provide a flat rate for indirect «Mts as a percentage of 
total direct costs. This procedure differs from the military practice 

of paying a separately negWiated tate that varies from insUtution to 
institution. 

The israe hss lifted frwn reimlmrssnent for indirect oorts to 
reimbursement for the full costs, both direct and indirect, of grant- 
supported research. By and large, this isroe has been answered in 
the affirmative insofar as the Federal Qovemment is oonoeriMd, with 
the reservation that cost sharing is always subject to negotiaticuL I 
say “by and large” for these reasons : 

(1) The Boom ApproiwUtUwe Oomieltlee, eaeoevtiiced that* e fat If- 
percent rate Is Inadequate ftir Indlract oosta of research aapportsd hr the 
NaUonal InettttUes of BmIUi grants, has rejected pn^Mwab to raise 
Uiat rate; and 

(2) The National Sdaeee PoondatioB has e on a iite n U x fhvofed a flat rate 
for aU grants Inatead of varvliv rataa MgoOatad witti tth InatltMieo. 


*A4nltte4ly, tkle e t a t f s a t oTw eln plH 
■nnTM wmSa thf kept ef tMi ehaptw. 


a e en p i n 


okteli eaanet ke failj 
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The reserrmtiim of the Hoqm oommiUee leeU in pert up(Ai the 
knowled|pB thet : ( 1 ) Punde for direct ooets m»y be uaed to jMy fecuJty 
HUmnee, indoding the institotion’s contribution to eocial eecurity and 
other insoranoe and arnmity plana; (2) title to equipment purchaaed 
fot tMe on a reeeerch -grant project is re^ed in the institution, and 
sQch equipment is likely to be used by many ecientists and science 
graduate atudente not connected with the project; and (8) adranoe 
payment* provide a tangible fringe btaieilt in the form of diort-term 
investmfinta The reiuctanoe of the committee is rooted deeply in 
the oonru^on that gei^ral aid ^ponG^itutes a better solution for bridg- 
ing the gap between income and expenditures than raising the indire^ 
ooet rate. 

Thus, the inue ahead with respect to full costs is not *ohs4hgr they 
are to be paid by the Federal Government, but Ante they are to be 
determined and Koui rmteh they may amount to. Approximations 
that are rwighly equitable, administratively feasible, and politically 
acoepUble may prove adequate. On the other hand, it may be necee- 
aary to reeort to cost determination and negotiation procedure* such 
as those currently applied to research contracts. 

STAFFING 

The terms and conditions of sponsored research in universitiee have 
influenced college and university staffing in a number of waya. They 
have — 

(1) Attracted reeearift.<»laiited adoitlfta to academic careera, bnt pre- 
donlnaotijr to n<»3t«eare poeltlona ; 

(2) Increaeed tb« munber of CactUtjr-rceearcli ataff oot at proportioo 
to aBToUmcBt sroerth, aepedaUx at tbe gradoato and profaaaioaal lereU ; 

(8) ftedoeed tbe teacblnf workload of todiridoal fiacoltx t&embera; 

(4) iBcreaeed tbe proportion of faerUtv Ubm deroted to raeearcb as oms- 
pered with teacbln*; 

(8) Shifted a larger abate of tbe salary burdim to tbe qKHMors of reeearcb, 
and eepecally to tbe Federal OoTcmment (To some extent this la 
social bookkeqilBf imre and itopla To tbe mtent that anlreraltlea 
me this ofiportaalty to erpand tbelr factadea. then eadi dollar of tbe 
InstttQtlon’a fonda boys a largar qoanUty at total facnity effiHt) ; 

(8) Enabled tbe Inttltatloaa to.cope more eaally with tbe 8-perceat ennnsi 
Increase In fiacelty Mlarlea, eapedally where a rlalof proportion of 
sdenoe-fSaciiltx Mlarlea la i*ld tbrongfa reeearcb cranta and contracts; 
tbe added eoata are abaorbed by a third party not lorolTed la tbs 
na«otlatt(»a; and 

(7) FMiUtatad tbe reeraltmeat ^ JoBkar facalty membera tbrongb mb* 
sldlslBf thdr peHod of poeMoetoial tralnin* either tbrooeb employ- 
meot as resss reh aasoeiatoa or bu»« directly aa postdoctoral rassarcb 
Callows. 

B*B6*rdi h*a had a wibatantia] impact in tanns of the sheer number 
of muTNcd^ soientistB and enginaara engaged in this activity Mther 
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part time or fuU time: between 1954 and 1968 the number of scien- 
tists and en^neers (including graduate studente in faculty research) 
rose from 43,315 to 61,636, a total increase of 40 percent and an average 
annual increase of approximately 4,500. (See table 6 ; to insure com- 
parablhty, I have included graduate students employed as research 
a^istants in the totals for both years because it is not pK>ssible to 
distinguish them within the aggregate for 1968). The number of 
faculty members engaged full time in research rose from 7,000 to 
10,400— roughly a 50-percent increase^between 1954 and 1968.* 

Moro si^Ecant than the sharp increase in faculty members engaged 
full time m research is the steadily rising proportion of faculty sal- 
aries paid from research funds. In 1958, the salaries of nearly three- 
fiftlis of all university scientists in research were paid from grant or 
contract funds, either wholly or partially, and more than one-third of 
them entirely from grant or contract budgets. The figures are given 
in taWe 7. Unfortunately, these data indiscriminately mix faculty 
with graduate students, and a further breakdown is unavailable at 
this time. 


TABLE 6.-5dentist» and en^neers in faenltr research at colleaet 

and uniTeraities, 19&4 and 19M 


Type of personi^ 


Total. 


Sclentlflc and profoasional p^i^imeL. 
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106 gi 
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* National Sdenc® Foondatfon, **8dantlstf a&d Fnatziaerf Ennaad In 
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TABLE T^^lentlsts and engineers engaged in research and development in 
37^ eolleget mnd uniFersities, by souree of salary supportp 1958 ‘ 


I R^MTch and 




37^1 


Booroa lalaiT •oppori 


Total 


Entirely by fraot or contracts... 

Partly by grant «- contract, and partly by 
Entirely by ingtituti<m 


Number 


60, 2M 


17, m 
11,600 
21,100 


PerCMit 


loao 


64.9 

26.0 

42.1 


i Reaearth and Devel 


>ma»t ti 
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* National Bd^ce Foundation, **0olmtlita and Engineirt Eoiated In 
w! • PreUmliMry R«T>orW^AlSSiM^!Ste vn'kttttr^ mi 

^ tf)cteral remrob oentm and agrtcultanl aiperimenl gtafHit. 

•National Science FonmUtlon. •‘Sdoatlsts and Bnclnaer* BnaatMI in °T^-rtr ant 
Deralopment In Colletw and Dnlvmltloa. IMS, a PreUmlnarj Eeport.-' 
oa Rumrth sad DmtUpmmt, No. Tt, April 1P«1. ' 
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CHART 3 


NUMBER OF FULL-TIME MEDICAL SCHOOL FACULTY RECEIVING A 
PORTION OF THEIR SALARY FROM FEDERAL TRAINING 
AND/OR RESEARCH QRANTS 

10,466 

iQfiQO — l.'.v.; 


I- 8,000 “ 


gouBOT; Journal of AmeHcan Medical Aitociation, Edmmtlon Number, 195^ 
60, 174 ; 1442, Not. 12, 1900. 


Inioroiation lor a DreaKdown of faculty and graduate students in 
r^earch is available for medical schools. In the academic year, 1959- 
60, about 26 percent of the full-time faculty members in medical 
schools were paid partly through support from Federal research or 
training grants; more than 50 percent of the salary of roughly one 
out of every seven came from such sources (chart 3). Th^ data 
indicate the average for all 86 medical schools taken together. Such 
an analysis do^ not differentiate between those institutions that paid 
faculty salaries from Federal grant funds and those that prohibited 
this practice. If the analysis were limited to the former group only, 
the proportion of faculty pwd more ^lan half their salaries from Fed- 
eral grant funds would incrrase, perhaps substantially. 

Tlie wisdom and propriety of l»ying faculty salaries with research 
funds were touched upon only gingerly by the National Science Foun- 
dation in its 1958 report, Oovemmeni-Uiuversity Relations. How- 
ever, in 1960 the Seaborg Panel of the President’s Science Advisory 
Committee firmly grasped this nettle whwi it recommended that uni- 
versities, as a matter of national policy, should “frf.rengt.hen their fao- 
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ulties for both research and graduate teaching by accepting and naing 
Federal as well as non-Federal support for faculty salaries.” • 

In the interim between the two reports, many institutions had al- 
ready changed their policies with respect to payment of faculty sal- 
ari^ from grant or contract sources; others may be expected to follow 
their lead in the direction recommended by the Seaborg Panel. As a 
consequence, the continued availability of research funds for the pay- 
ment of faculty salaries is crucial for budgetary planning in a steadily 
increasing number of institutions of higher education. 

FACILITIES 

As research activities have expanded and exerted pressure upon 
limited space, some institutions have responded to this space squeeze 
by allocating to research some space previously utilized for other 
activities. 

In recent years this pressure has been alleviated— though by no 
means adequately — by the availability of matching funds for the con- 
struction of health research facilities and computer facilities, and the 
purchase of costly laboratory equipment Tlie Health Research Facil- 
^i^ program, for example, has awarded more than $180 million in 
Federal funds to universities since 1957. This program has resulted 
in capital expenditures of nearly $500 million for health research 
wd related facilities, and assisted more than 800 academic and research 
institutions, in every btate, in constructing or renovating approxi- 
mately 20 million square feet of research space. Thus, every Federal 
dollar has stimulated the investment of nearly two non-Federal dol- 
lars. The construction of modem, well-equipped research facilities 
not only enables the institution to expand its research effort but also 
provides sorely needed space for graduate research training in the 
sciences. 

the one hand, the availability of matching funds for research 
facilities has channeled university buildin^^ funds away from con- 
struction of new classroom space. On the other, this availability of. 
^n^ has stimulated large-scale fundraising campaigns so that many 
institutions have been able to take advantage of the booster effect of 
matching funda All in all, however, there can be little doubt that'the 
university’s building priorities have been strongly influenced and per- 
haps distorted because Federal matching funds haVe been available 
for research space but unavailable for classroom space. 

STUDENTS 

The rapid growth of res^rch activities has generated fellowship 
and training programs designed to expand the supply of research 

•Tb« Pr««ldeiit*D ScteSM Adrltorj Committoe, Bcimiifke Progr^, ik 0 

Federal Qovemment, 1MK>, p. 28. 
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scientists. These prog^rams, which are inextricably linked to the sup- 
port of research itself, have revolutionized the financin^^ of ^praduate 
education. For the most able students in the sciences, g^duate educa- 
tion is almost entirely subsidized. More than 30,000 graduate students 
in the sciences in 1960 were employed as research assistants on projects 
supported by Federal grants or contracts.^ About 8,000 full-time pre- 
doctoral students in selected science fields were receiving stipends 
tlirough fellowships and under training grant programs at 80 leading 
schools.* 

These programs have — 

(1) Rellered oniversitlM of a rabeUotlal harden of support of sradoate 
•tndenta; 

( 2 ) ReleaMd fond* that can be allocated to support atudenta In nonadence 
flelda; 

(3) Accelerated the flow of atudenta through graduate training and tberebr 
expanded the aupply sooner t h a n it could have been expanded without 
aucb aupport; and 

(4) Provided In aome programa a coat-<rf-edacatlon allowance paid to the 
inatitutlon, and thereby directly aided the university In flnunHny ita 
graduate training programs. 

IMPUCATIONS 

Available data indicate that federally sponsored research programs 
have brought tremendous benefits to universities and technological 
schools in terms of staff, facilities, students, and fringe benefita, and 
that such programs now constitute a vital form of aid to higher educa- 
tion. However, it must be noted that research has been purchased by 
the military agencies .as a service or commodity — ^not to aid higher 
'^ucation, but rather to utilize the most competent suppliers. Simi- 
larly, research of interest to the sponsoring agencies has b^ supported 
on the basis of scientific merit or promise in the arena of national com- 
petition. Support of research in higher education strictly on the basis 
of competence or merit has avoided the issues of racial discrimination 
and religious preference that have stymied nearly all attempts to pro- 
vide general Federal aid to higher education. 

There are many indications that Federal agencies have dropped 
their laissra faire attitude toward the effect of Federal sponsorship of 
research upon higher education. Civilian agencies sudi as the Na- 
tional Institutes of Health and the National Science Foundation 
have become increasingly concerned with the “university as a whole” 
and with the total effect of Federal research programs upon pie 

*BMd§ 0 t •/ VnU9d BUtm f®r Vtecal Tear IWl, Special Analysia of 

Federal Eaaaareh and Dev^pmcht Prograau, p. 10. 

■ UA Departmat of Haaltb, Bdocatioa. and Wolfara, Pnblle Health Service, Nattoaal 
Inatltutee of Haaltb, ‘‘Tronda la Oradaate BnroQaient and Ph. D. Output In Selected 
Sdeoce Ftelds at SO Leading Sefaoola, 1900-00 and lOOOmi,*’ MemottrcM AnatwHt M«mo. 
No. 0, Joaa 1001. 
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Structure, character, and financing of higher education. We can 
understand their concern if we consider the probable future growth 
of research in higher education and the problems that will very 
likely result from it. 

PROJECTION FOR 1970 

This projection treats higher education as a sector of the research 
economy. Hence, it includes research in imiversity-managed research 
centers as well as the type of faculty r^earch which has been the 
main focus of the preceding discussion in this chapter. A 1970 pro- 
jection of $3.5-$4.0 billion for such research expenditures by institu- 
tions of higher education seems reasonable. The projection is limited 
to current expenditures for research. It does not include outlays for 
research plant and equipment or the costs of research training, both 
of which are classifiwl as capital expenditures for research resources. 

The 1970 projection has been developed by assuming that (1) the 
Nation’s expenditures for research and development will continue to 
rise as a percentage of the gro® national product; (2) the proportion 
of higher education’s expenditures going to research and develop- 
ment will increase slightly, from 9 to 10 percent of the total; and 
(3) exiHMiditures for research in higher education will continue to 
grow at the rate of $250 to $300 million annually, whether or not 
total expenditures for research and development grow as rapidly as 
my projections indicate. 

Such projections are useful in establishing probable ranges of ex- 
penditures in terms of general orders of magnitude; they are essen- 
tial in appraising the potential impact of research upon ti e financing 
of higher education in the decade ahead. Inevitably, such projections 
draw upon past experience, take account of prevailing trends, and 
then reflect the judgment and the bias of the person making the 
projection. 

The Nation’s total expenditures for research and development more 
than quadrupled during the fifties, from $2.9 billion in 1960 to an 
estimated $13.5 billion in 1960 (table 8). Expenditures for this re- 
search in institutions of higher education more than kept pace, rising 
from $227 million to $1.2 billion — an increase of 430 percent as com- 
pared with 366 percent for total research and development. College 
and university research expenditures fluctuated as a proportion of 
total research and development — hovering around 8 percent between 
1950 and 1955, dropping to 6 percent in 1957, and then moving up- 
ward steadily to 8.9 percent in 1960. 

Expenditures for research and development have increased steadily 
as a share of the gross national product, from 1.02 percent in 1960 to 
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CHAirr 4 

ALTERNATIVE PROJECTIONS OF 1970 EXPENDITURES FOR RAD 
AND FOR RESEARCH IN COLLEGES AND UNIVERSITIES 



•Based on Gerhard Colm’s “Jadgment” Model for 1970, National Planning 
Association, Long-Range Projections for Bconomio Orotcth, Oct, 1969. 

2.68 percent in 1960, Simple extrapolation of this 0.166 percent aver- 
age annual increase would raise the research and development share 
to 4.34 percent by 1970. I have taken a more flexible approach by 
developing a range of projections, assuming that expenditures for 
research and development will approximate fnan 8 to 6 percent of 
the gross national product by 1^0 (chart 4). For this purpose, I 
have used the $790 billion juc^gment model published by the National 
Planning Association. If gross national product stated in current 
pri(Wretw:h« $880 billion by 1970, as suggested earlier in this volume, 
the upper range of the projection shown in chart 4 would rise roughly 
10 percent to $4.4 billion. Application of the same projection technique 
suggests a range of $6.7 to $7.6 billion when carried forward to 1975. 

National security needs provided the impelling force for the 
growth of research and development during the fifties. Conse- 
quently, I have assumed that any reduction in research and develop- 
ment expenditures for national security will be offset by inc reas^ 
expenditures in other areas such as space exploration, atmospheric 
sciences, oceanography, automation, protection against environmental 

880109— «2 — 
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hazards, and the development of new products for the civilian market. 
Admittedly, this assumption cannot easily be tested.* \ 

We can, however, examine the feasibility of the deri^d projections, 
which assume that research expenditures by institutions of higher 
education will approximate 10 percent of the total. The ultra-low 
projection of $2.87 billion anticipates a doubling of college and uni- 
vM^ty research expenditures in the next decide, in contrast to a five- 
fold expansion in the fifties; it would call for an average annual 
increment of $100 milli^j^-as <xun pared with the present increment 
of $260 million. For all practical purposes, the ultra-low projec- 
tion of ^2.37 billion and the low projed^ion of $3.16 billion are prod- 
ucts of an arithmetical exercise. I regard them as outside the range 
of probability. 

TTie high projection of $3.96 billion would require an increase of 
^.8 billion, or an average annual increment of $280 million. Even 
if the Nation s total expenditures for research and development 
should expand le^ rapidly A a proportion of the gross national 
product than is projected, it seems li^ly that expenditure for re- 
search in institutions of higher education will continue to grow at 
the rate of $260 million to $300 million per year. 

W hile I am personally inclined toward the prolmbility of $4.0 bil- 
lion or more for college and university research expenditures by 1970, 
a range of $3.6 to $4.0 billion takes into account the growing partici- 
pation of more and more educational institutions in research, the 
continued expansion of research facilities, the future supply of man- 
power now in the graduate and postdoctoral research training pipe- 
line, and the mounting attraction of research careers for the Nation's 
youth. Such a projection offers a feasible framework within which 
we identify the issues likely to confront college and university 
presidents, faculty, and research sUff, on the one hand, and Federal 
agenda with major investments in university research, on the other. 

THE TASK AHEAD 

Rapport betwewi higher education officials and Federal adminis^ 
trators Has greatly improved as they have recognised the bond between 
^ience policy and higher educatimi. The national interest in research 
is firmly established. These considerations incrMse the Nation’s 
ability to confront the issues posed by a continuing expansion of 
research. 


• Mj ManptloB dlfftn, for oxafapto. from Dexter Koeser'* as cxpraastd Is *Tfcs Out- 
look for BxpeadltarM on BMMreb aad DoTaloparat Dnria« tks Next Decade ** dmtrkmt 
Meomomh XoHem. 60 : 866-60T, Ma/ 1000. KasMr'a estlaate of fM.a bUU^ for total 

research and dCTeU«inent expeaditaree to the United States to ]»«• la stroaflf toSnewad 
by the aaenaptlon that defense reeMreh spendtor will decltoe and not be coapeniltod 
for bjr liier^ae to DoQd«fenM rosearcli. 
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TABLE 8.— Qrewtli of grooo MtloiuU prodncl and of txpeadUarea for reooarcli 
and derelopaient in the Nation and In a»Uogea and uniroraitieo, 1%0-60 
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FULL COST 

Payment for the full cost of researdi by sponsoring agencies is the 
immediate bread-and-butter issue that dominates the attention of col- 
lege and university business officers. The more prying problem, 
however, is how to bridge the gap between the mounting costs of 
higher education and the revenues received from r^earch and all 
other sources. Higher indirect cost rates will help, but I strongly ' 
belieye that action taken (m other issues inherent in the expansion of 
research will alleviate the situation sooner and. more effectively. 

MORE GENERAL SUPPORT FOR PROGRAMS AND 
INSTITUTIONS 

Support for individual project applications on the basis of scien- 
tific merit without reference to institutional considerations has devel- 
oped a top quality national research 'program. However, exclusive 
r^anoe upon the project system has engender^ scnne problems with 
respect to the optimum develoinnent of research in college and uni- 
versiti^ To overcome these problems, several Federal agencies have 
moved toward new and less restrictive forms of research support, 
bearing in mind the President’s Science Advisory Committee’s a^o- 
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muon that: Not^y the NaUon*B security, but ite lon^t^nn h«dth 
and economic welfare, the exoeUcnce of its sdendhc Hfe, and quahty 
of^encan hig^ ^ucation are now fatefully bound op with Um 
^ r^d Jhoughtfulne* with which the Gomumwit supporta 

piese new forms of support provide general assistance to programs 
and insUtutions m a variety of ways: (1) training granta, (2) pro- 

^ gran^ (3) insutuUMial grante, and (4) general researtih mip- 
port grants. ^ 

The training grmt&, tor eiample, provide general support for 
research traimng m gpecihc fields of fcienoe. These grants, awarded 
to academic departmtots, include proriaicm for faculty salaries, 
^uipm^t, wppliM, and stipoids for graduate and portd(i^ral rtu- 
dents. Traming grants invest in academic strength at the point of 
mwimum leverage in the sense that the faculty transmits knowledge, 
instills competency and evokes the spirit of inquiiy that must pro^ 
e e^tial foundaUon for research training. A strengthened uni- 
vereity department not only gives better rwearch training tedav Imt 
will also be better preparod to take larger number of gLfta^’^d 
profeyonal^ indents in the future and to give them better training 
^an It would otherwise be able to. In this oonneclion, the .%ab^ 

T T ^ocessful pioneering experience of the Nation^ 

lyututes of Health and urged both the Governm^t Mid the univer- 

siUw to take energeUc ad^ion to broaden the ^pe of training 
prc^frams. * 

Prog^m gronts are another mode of more general support for 

• problem aim. Th^ grants 
to biology departanMits and to omten 

for the stody of a^. Such grants may also arise from the pack- 

of mdividual projects that have been awarded on a piecLeal 
basis over time and have come to consUtute a coherent, integrated 
program of research. Program grants provide a broader, m^^ 

separate research projects and 
^uce the^administraUve minutiae encumbering both the sptmsor 
and the institution. 

P«^aps more significant than either of these two is the movement 

toward msUtutional grants and general researoh support grants. This 

myy«mtryogniie8thab-(l) insdtatioiui have encountered difficulty 
m^amUini^ control oyer the content, emphasis, and direction of 
their research and framing activities; (2) lacking any significant 
amount of unrestricted money for research, some school 
expand in a reas where funds are readily availablej while other prob- 
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lams of a leas dram^o nature but of no le^ acimtific si^ificance hare 
been given le^ priority; (3) strong departments with outstanding 
researchers attra<A grant support and grow Wronger, while w»k 
def^rtnients experience greater di^nil^ in otBaining research support 
that could give than tlie neueieary imp^us for improvement. 

The real iffiue is not that r^riction of Federal funds to certain 
areas has caused some schoob to develop prc^rams that they do not 
^ant. It iSf rather ^ t hat there b a lack of tinancial resources to develop 
equally important activities that may be of leas inters to Federal 
agencies, but which the dean, faculty, and research staff know would 
give greater balance and direction to their r^ewxdi and training pro- 
grams. In response to tins need for more general support, the National 
Sciem» Foundation has initiated an in^tutional grant program aimed 
at rtrengthening the scientific p<^ential of coII^^bs and universities re- 
ceiving reswrch grants from the Fotmdation. The National In^itutes 
of Health b anthonzed by Public law 86-798 to wt aside an amount 
not exMeding 15 per^t of its research project funds to be used for 
grants-in-aid for the general support of resNirch and re^arch training 
in the science related to health. Under this authorization, NIH has 
awarded general research support grants to strengthen r^arch and 
research training capabilities of in^tutions of higher education and 
other nonprofit resMrch organizations. 

In the ^ly ywa, these two gwieral support programs will pro- 
vide substantial fluid funds— $40 to $50 million in fiscal year 1963 

for universitiee with large-scale r^^rcb programs, but only “boot- 
strap” money for lesser institutions, because the proc^ur^ currently 
governing the amounts to be awarded to ^igible institutions 
are clcMely geared to the level of cuirtot reeeardi activity. In sub- 
^quent years, however, as the tc^al amount available rises, grants 
for the general support of research and research training may well 
become one of the more significant forms of aid to higher education. 
Each of these new developmemte illustratee the significant strides that 
have already been taken towuil meeting the need for more graieial 
support of research in institutions of higher education. 

^entifio merit — the criteriim of excellence— governs today’s de- 
cisions to support umversity reseairdL If the projected expansion 
of research in the university sector k to be realized, many new centers 
of excellmoe mu^ be devidoped. To smne extent t-hb dei^opment will 
take place m the natural oourae of events as weaker institutions are 
, enabled to provide qiportonities for topflight teachm uid scientists 
and their youngra* proteges, who in turn will attract better studenta. 

5’oieersr, thsNaHonoemm afford to Ua^ this oriiioal trantiHon enr 
tdrdy to the foroee of the mee^tfiaoe. No Federal agency novo hoe 

<*i’>Me*d<aotofaeQitaUeUhertheupffrQ^ngoffaeedHe$^luadinge^^ 
of Thie 
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eon$Hiutm a nmcus gmp m naHonel foUey mmH U hridftd 

tf %04 to ffrovido poH^ mippoH for muHng ^mtk 

potontud amd to fotUr tk« ermUon md deod opmmU of nms 

of ro$o^k o opto hUf ^ 04 

^Toicmg ro^iofii of tht Mmmtfy. 

EXPANSION OP THE RESOURCE BASE 

AchievEttjftnt of a $4 billion ooll^ and unirarsity re«iardi effort 
by 1970 will d«nand «ibrt*ntial eipantiim of the Nadai^ faciliti« 
end trained nmnpoww- for reeearoh. Fwtunately, the dcTioe of match- 
mg granta has proved its worth u an inoMnti'n to encourage tirnel? 
^nrtruction of needed reeearch faciliyai at o)lk«w and uniTeraiti^ 
Apphcations for such ami^anoe, howerw, dmrly indkmte the need 
for wider latitude for matching requireojentm, for more nearly Kkquate 
authonaadon, and for longer range planning. Tl» prerailing 60-^i 
matching ratio now imposea serere burdwia on tlie lew affluent *Aools 
and States, and ofto diTerts fundi frcmi «»«ru(tion of edu«ti<»al 
facilities. This drain upon iurtitutional finances will be reduced u ^ 
matching requiremmta are modified and Om inseparable relay<» be- 
tween research and resMrch training b rec^^i^d. 

The matching inantiTe, howcTer, is nc^ appropriate ft>r finaMing 
ooetJy, highly specialbed facUitiea, ^xnistrocted and operated in the 
nation^ intere^ Such facilities, adequate for murtained and oanplex 
reeearch actiritiM, are becoming incrw«ingly strategic for the ad - 
ranc«n6nt of science in an sTw-wid«iing range of Mda. AlUmugh 
the» facilities are utili«d by unirerKty scienti^ and contribute to 
^uate wd portdootoral training, they are wholly financed bv the 

Federal Om'emment and, in aU likelihood, will «mtim» to be so 
finance 

With resp^ to the expansion of manpower resources, tl» outlook 
ffl generally favorable. There are abundant opportuniUes for caraers 
m r^earch. However, it will pw^bly be Moeenry to modify existing 
ra^chsnisiM for the support of tellowship and taaining pn^^rams in 
order to provide a more nearly ad«piste and flexible framework for 
expanded activiti^ at the graduate and po^oeioral levels. More- 
over, ^e potential pool of talmited youth for research (and for all 
^er intellectual endeavors) could Ite dramatically expanded If the 
mcenUves and opportuniyes now avaiUhle for graduate edocadon 
wm^ extended to the undergraduate level. 

MORE SPECIALIZED ORGANIZATION OP RESEARCH 
ACTIVITY 

Unreeraities have sought to encourage research as a neoeseary and 
fraitrui oomplemsi^ to tea ch i n g by enocunpaaring; it within the aca- 
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, dmuf itoTK^Bre. Howe?w, m the ▼olon» of rwearch 

eil>»iida, it behooTW univwidtiM and their gponeon to teke full 
msei^ of Um ^XMrgwoe of raaearch m e fuU-tia», highly ipecielieed 
ecurity. a decade ago, president of the Marokchuaetta 

Ingtitale of Technokgy o(^«itly ^Ated ths need to erdre new or- 
ganiaa tkw ial arrangeo^ta for rcMarch that would forter optimum 
Qtili»tioti of acmroe Ud«it and ooaily facUitieB ; 

Wa woetd be lafklaf 1 b our It were to fail to {neb tb# 

ofganlMtkM (rf actaBOSe r a> e a rel» to Ua oUlwate eo»:lttrioiL Thla n^d 
•;ip*reml7 ^<ta to larp^ Mraratortea a growtaf eo«lli^ of faclllti«u 
aad an l acr a aat ^ aead tm t^ p U a n i a a oi ytyaae. 

IWi to a lacmnaaMUty bcawa^ tte am ^Orit ot a onlT«rWtj 
a«l tboaa elemeota uMfeiMet wkkA tend to eraep Into tbe orsanmUMi 
o< projacta toe pUbbIm ^ profra^ a^ tb# oUllMtion of coatlj fadUpea. 
Osa BMC naeo^atoa that tbara mkj ba aa altlKata Mad to teUbltoh wotral 
l&aUtoUoea to a npptoina et tha rateartottoa la faMUsMstal raeraiLb .... 
If we to eMtaia the w^alat ae^ of reeeartJi mOt^ withto ma 

tone BBlTMvItto*, we a^ by ehaa^i^ th^ character awi ^rpoee. 
Ib ao we ^aJU ntodB fTMteM |meC^ diaawwke to t^ aiMe 

of raeaareb tti^" 

Xhy prc^l^n will beomto acute in t^ y^trs ahMcL In some 
the b«t sdatioo will be to wtfAhliah reewuch in^tutM affiliated 
with unfreraitiee or resMtrch omtera operated by groope of univer- 
sitiee; in otsea, to ew t a hli t h indepan^nt organi^tionB 

outside tlw aca demi c environmenL 1 canntA hgree with tboee w1k> 
counsel uniTerati«a.imt to regard «ich inMitutee as ccmipetitora; tl^y 
will ecanpd* for ftmds, takot, facilitiee, and iwoc^pution of excellence 
Tito r«d challmige is how to derelop remrch ini^tutw that on balance 
will «wipteMnt, not w^en, Uto Natimi’s ^rture for higbw 
educatkxL 

FEDERAL POLICT 

We uw wi^tosing a bame traasitk® in the rob of t^ Federal Gor- 
enuDeot in the adTanoMsmit of research in highM* edwtotkm. Mowing 
fixtoQ a limited base of <^>erMioDseenoM^ with probt^type resMirch 
support for imiiTidval acMat^s, the Feibral (foronoMit b nndu^ 
tak i ng a more dh^onlt role aimed at bringing into being a mw oonce^A 
and framework fon* the Ri|^>ort of oniTmai^ reemreh m tlto jmn 
ahead. Thb more cr^ttire role inrolnm antieijmUon of future' needs, 
stimubtitm and ^relo{anent of reeeardi reeouroee eesmtial to futnre 
growth, ooaioern with terms and oonditkma that iiMaeaee tlto rigor of 
tnMitatkisis and foMmr the freedmn uid produedritj of inreetigators, 


A. StnttM. B wmre b asd th« UatraraHr. 
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iL^ eri^on of inteniAtiauU roMux^ w^videi in consoninoe witl, 
tts National intorast. 

In tills new role, the F ederal QoTemment will haTe to 

^ djT«ndty erf »mrcm erf r*d«ml airf 

(rf ^^oftaia* with frowln* Me«Mlt7 cwjtral p^ky 
I»t)ctmxa. wlthla the ««ectlT, t«x»ch- 
(2) De^ n^ehanUaa ttet wlU prorlek a coottoal,^ dt*<tl^ 

^ U» Impact erf rsMarch upem all major aapacti of hlaber adwa- 
u«i, li^wll^ a^iBeiiif I 

(8) Proirlete a fewal perfiit wbma tmJraraltlia eaa pt aa ea t thetr ^«»^l Be«y 
ami raaourcea; 

(4) Derdop a mdhod erf commonlcatlcm iHMtahy an hmUtatlaba erf hlahtr 
ef^Oem ma; ba Urformae! abemt tha atatoa ami pro^xvta of afl Fsdara] 

proraaa eliraeaj iBTolTti^ tlm madamic eonwQBity. 

I rfiall not labor the first three point* oodoemin* whi<^ theia it 
suffieaent exmaensttf to pennit me to aamme tlnsy hare beoexM self, 
endeot ppo^tie^ With respect to the iaeoe of sytrfematio oom- 

munication. It has beeai akid theb— 

To raallae tha poarthlUtlaa ftw Fa^al rajqxNt, a tmlw^ty nnirti ■mi 
amaU coUega cannot afford ema-a faUrflma ^laelallat la Waahlnatoi. 
parhapa mofa than ona, who haa Mtrka Into a ekwe <w imna aamtclaa. Th* 

««ni b 

Althou^ this riew may exaggerate the otuadra, it if tn» that 
many msUtntions hare be*m unable to keep abpwurt of repidj? erolnpo 
opportuiutiee scaUered among many agendef and planning a wide 
^«Ay of programs and mechanisna. To help cope with this probl«n, 

fXIi mpr^entatixes and 

Fedei^ offiaab. Such an assembly would: (1) mydile Federal t«. 

^Is to bnef ^rem^ r^resentatiree on major new developmentB, 

iMtitutKm with an oppewtunity to olrfain com- 
ply mformation on programs of special relerance to its inteixets 
caj^bildea m assembly perhaps might also convene in work- 

5 ‘ ^ fMdlitim. ooop^. 

reeeanh oentera Wlmn ooi«- 
phf^ with the potttti^ bsn^ta of improred oommunicatiiHi, wiser 
cboio^and more elective utilixatkm of unirersi^ neearch reeouroes, 
tl» obrtaclee to staging snh an nterprbe sem small indeed. 

GENERAL AID 

JM^<^ inst^ dsi^rfffately need new souiom of support to 

msstrteadi lyrisuig operating expendit^ Although fedemlly^. 


Amerteu iMHiflXi TU a* 

• CMukMa DaiTtnItT Prma IMO, a Itl. 
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sored research oootri botes a cash flow of oonsiderable diniMisions and 
has a ctTidal impact upon the financing of many institutions of higher 
jeaming, it is no subitituto fw gMieral aid. Howerer, aa the Federal 
Goremmant mores toward g«mral aid, aocumulated research experi- 
ence is b<Hh relevant and reassoring. It has d«nonstrated that Fed- 
eral funds can be provided without restricAing the freedom of aca- 
demic instituticma 
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CHAPTER 19 

Financing: Higher Education in the United 
States and in Great Britain 

DetuUt S. Leef 

^HE DEMAl^D for higher education is rising sharply. In the 

ooll^ and university enrollments rose from 
1.6 milhon in the academic year 1938^9 to 3.6 million in 1968-69 and 
are elated to rise to 7 miUion by 1970. In Great Britain enrolment 
in ^versities alone doubled to 100,000 in the 2p years before 1968-59 
and may rise to 170,000 by the early seventies. In part this is a natural 
^ponse to the postwar rise in birth rates, higher per capita real 
incomes, ^d mcreasing awareness of the payoff of college education 
m ^8 of mcreased earnings and status. But these factors are power- 
fully r^forced by a growing realization on the part of governments 
in the free world of the fundamental contribution of higher education 
to s^ong and growmg economies. This gives urgency to the current 
qu^ of free societies to secure adequate resources for institutions of 
higher leammg and that makes international comparisoAs of more 
than academic concern. Its most recent expressioi/in Britain is the 
apromtment of an official committee under the chairmanAip of Lord 
Bobbing formerly professor of economics at ^e University of London 
to review the pattern of full-time higher eduriition in Great Britain,’ 
and in the light of national needs and resources Vijadvise Her Majesty’s 
(^rerament on what principles its long-term* devdqpment should^^ • 

FINANCING EXPENDITURES: POSITIDN IN '(’HE 
FIFTIES , 

It IS a i^arkable fact that there are in Britein no Consolidated 
official^tistics on higher education. The data are scattered in numer- 
T documents, both official and private, or tucked away in 

the files of governmental departments. To get anyUiing like a com- 
plete picture would require a major piece of researeh, and this I have 
been unable to undertake. For the most part I shaU be concerned with 


•SeDlor icctarar in ecoDomlct. Unlroriltg CoUeg* of North SUffordshln. Boglaita. 
328 


FINANCIAL RBSOUBCES FOR HIGHKR IDUCATION 829 


the universities.* * As th^ account for otw half of the total annual 
6xf^.nditure by institutions of higher learning and are the main focus 
for increasing student numbers over the next decade, it should be 
po^ible^ to identify the major differences in the financing of such 
institutions in the United States and Britain and to ^tablish their 
broad significance. 

In 1958-69, the latest year for which adequate data are available, 
the number of students aged 18 and over in all institutions of higher 
learning was 3.6 million for the United States and 190,000 for Britain, 
representing 20 percent and 4 percent, respectively, of their yoimg 
people ag^ 18 to 24 years.* From this point of view, Britain in 
that year was in the position held by the United States in 1920; and 
it had the smallest proportion of young people in institutions of 
higher learaing in the major countri^ on either side of the Iron 
Curtain.^ Differences in quality may narrow the gap somewhat but, 
with that taken into account, there can be no question that the 
quantum of higher education in the United SUtes is far greater than 
in Britain. 

The same can be seen for expemditure. A^n in 1958-69, current 
expenditures of colle^ and universities in the United States were 
approximately $4 billion, representing almost 1 percent of the gross 
national product, or^23 per bead of the population. The correspond- 
ing figures for Britain were £112 million— repr^enting 0.6 percent 
of the gross national product or rather more than £2 per head.^ In 
other word^ such institutions in the United States spent twice as much 
in proportion to its gross national product and four times as much 
in proportion of population * as did th(^ in Britain. 

^ere are marked differences between the two countries in the way 
this ex^nditure is financed. This can be seen from the table 1. For 
the United Statre the latret year for which cmnplete data are pub- 
lished is 1967-58; this is compared with 196&-69 for Britain. 


1 * ADS thrcA eoUegtt. mito frMtty satentatM the annbtr of 

loDtltotlont eoacerned. For axunple, Oxford la autde up of 81 Mlf-fOTemlng eoHena. 
ind Ca^ridge of 22. Tho DnlTtratty of Loadoa Inelodea 88 aalf-goremlng eoUegea and 
10 laatitatas ttrrctir eoatronod by Uf BaWaraltp. laatttatloaa of hitbor adaeatioa other 
tha^alTortO^ iaelada BOO ooUegaa, 8 oolltSM of adranoad taebnology, 

^ raglooal coU^ of tcchnotocf. and In addttloa alnoat 500 othar recosnisad Inatltn- 
tlon* of Usher adneatloa, which aarjr eoatldarablp la atea and Inportaaea. 

popnlatlmi of Brltiah aaWarattiaa awonatad to 100.000, of whom an bnt 
10,000 were raaldante of Oraat Britain (Oraat Brltala, Caatral Statittleal Oflea. Aa«MMri 
SloMattoa, 1000. table 124). Tim Ssora of 00,000 aradeata la othar inatltnUona 
of Ufbar laamlas to a aaeaaaartlf roagh aatlMto, eoamtlnc what at* buIbIx part-Uma 
conraaa Into 8-pmir aonlxatoat eoaraas. 

• See The BeonomUtt London, 107 : 1211, Dec. IT. 1000. 

‘The methoda of Mttoutloa the Brltiah Start ara iadlcatad la tabla 4, aotaa and 
Bonrcaa, slxaa at the and of thia chapter.' 

$e* 0* axehaafB (82.80), Brltiah axpaadltnra per head la approxioMtaly 
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The major differmc^ lie in the roles of ^dents fees and govern- 
mental payments. In the United States a quarter of the institutions’ 
mcome^is derived from fees; in Britain, less than one-eighth. Pay- 
ments by govemm^t at diflferent levels makeup slightly more than 
half of the institutions’ income in the United States as <x)mpared with 
over two-thirds in Britain. 


TABLE cn^t in^e ‘ inrtitntlons of higher 

l6Arniii|^ in Unit6d St^t^ And GfmI Brit&ln» bj ^arcd 


8ouw of inoomo 


All sooroea. 
Student 

Ooyemmenti 

National 

State 



Endown^ta, etc 
Othtt* 


United StiitM,* 
1067-68 

Oimt Britaio,* 
1968-8d 

, 100. 0 

100.0 

3A0 

18.1 

lao 

} 67.1 

m.7 

at 

16 

U.5 

ao 

at 

lao 


^ e<ltt«a<»al uid (tstiinl porpoMs «nd tf not Umlted to inoom. to 
Offlw ol BdneaUon. BiMinlel Burwy of Edut.. 
Oranti Oommlttoe: Rtktnu Vniunmm and nuaaMm i. 


The contrast becomes even sharper if we exclude the Oxford and 
ambridge colleges (as distinct from the universiti^), whose income 
18 derived solely from fees and endowments. Student fees in Britain 
then fall to one-ninth of the institutions’ income, and governmental 
payments rise to nearly three-quarters. Endowments faU from 8 
percent to under 6 percent, compared with 13.6 percent in the United 
States. Furthermore, these proportions are virtually uniform for all 
the universities. Except for Oxford and Cambrid^ no university 
depends on student fees for more than 16 percent of its income, nor 
on endowments for more than 9 percent, nor on governmental jwiy- 

mente for less than two-thirds. In the United States, on the other 
hand — 

For L026 priTately aponsored coUeges and anlTeralUeg, it la estimated that 
in the academic year 1967-d8. atndent charges prorlded 46 percent of edu- 
cational Income. For 864 pnbUcly apommred coU^ and nnlTemlUes, the 
proportlmi of Income for educational pnrpoeee obtained from student charges 
has bera estimated at 8 percrat.* 


The variation in governmental payments for operational budgets 
can be inferred W the fact that less than 4 percent of such pay- 
ments'^ to private institutions.* Thus, although British univer- 


ir-^ ^ Srtdwit CliargM.- la Fim»metm 0 B 40 h» MdnoaUan. 
» W MeOrsw-HIU Book Co, 1950. p. m. 

Ibid.. ^ro9V%et» tor PrtTata-Seetor Support <d Hl^or Baueatloa.«* 
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sit.ies are private, auton<Hnou8 institutions, all but the Oxford and 
Cambrid^ colleges resemble U.S. public institutions of higlier learn- 
ing in their sources of Enance. How, in spite of this, they ret ain their 
independence of governmental wntrol is an issue to which we shall 
turn in a moment. 

This extremely heavy reliance by British universiti^ on govern- 
mental payments is a pc«t-1945 development. As table 2 shows, in 
prewar years fees and endowments together provided over 50 percent 
of the universities’ income, with governmental payments constant 
around one-third. Since 1945 the position has been revolutionized, 
with governmental payments rising to two-thirds of income in 1959 
and fees and endowments falling to less than a quarter. Further, 
the Central Government now accounts for virtually all governmental 
payments, whereas before the war its share was less th^ four-fifths. 

There has been a similiar trend, though far less marked, in the 
United States. From 19^-^ to 1965-66, revenues from student fees 
fell from 30 percent to 26 percent and endowments from 20 percent 
to 16 percent; governmental support rose from 36 percent to 60 
percent.* And a growing proportion of governmental support has 
come from the Federal Government, principally in payments for 
research. This last is the opposite of the pc^tion in Britain, where 
Central Government support takes the form of grants to meet oper- 
ating expenses in graeral and where i»yments for re^arch equal only 
3 percent of university income as against 12 percent in the United 
Stat^ 


TABLE 2s — ^Pereentaxe dtstribotion of incoaie of British imiversities, by source, 
spoeUed aeadomk yMro, 1924-2S, to 19S»-69 * 


Source of 


1984 -SS 

1 M 7 ^ 

1964-05 


AU tooroee 

PBRCINTAOZ DI 8 TRIBUTK 

)N 

loao 

100.0 

loao 

100.0 

loao 


2 S.S 

3 A 9 

S .9 

me 

as 

sao 

mo 

7 .S 

22 .S 

1 S .0 

22.2 

47.2 

4.2 

1 S .8 

12,0 

lie 
02.4 
Z .2 
a 7 
12.2 

12 .S 

04.0 

ae 

ao 

lai 



ParllamMit^ 



KodowumtA elc» 



Total income (tn Doondi) 

AMOUNTS IN MILLIONS 

as 

ao 

18.2 

sai 

67.0 



'ForlW-OBtolOSI-eayisnsiMtod M«r.n:torl< 
> InchidM psymniti by entnl Oovmuaaot te 


tb*y«sr coded Sep. so. 

ittns to SIX mllUaa bi 1 B 6 S- 90 . 


u«d«. a 

■Hobert D. Cclktac. ‘^▼muocut Sopport of Higher Hducsttoii.** In rtftaneimg •/ 
RIpbor WSumHtt, Doster IL K ec i er, ed. Mew Torfc, lfeGnw-aui Book Co., 


ooa,, 1C0N01OO3 OF HIQHKR IDUOATION 

FINANCING STUDENT MAINTENANCE AND PEES 

The amount of public support in Britain ia understated in table 2, 
as the figures do not report governmental payments to persons as dis- 
tinct from mstitutions. In 1958-59, 79,000 resident British students 
were taking first-degree course in the universities, and over three- 
quarters of these had received awards from public funds that paid 
full student fees.* Although fees differ somewhat as between uni- 
versiti^ we shall not be far in error in assuming that three-quarters 
of the 'mrtitutions* income from fees com^ fram public funds. This 
wor^ out ^ roughly £5 million. Governmental payments to uni- 
versities— directly or through student fees— in 1958-^9 were made 
then as follows : *• 


Bonrce of tncomo 

Total 

Oentral Oovernmeot: 

ParllaadenUrv granta 

Paralents for rosoarcb 

Local goTemments 

Students fees i»ld from public funds, 


to mn4v0r0Uitt 

(mitUoiu of poondt) 

44.7 

— ^4 

1. 8 

1. 5 

— 5.0 


Since British universities’ income is equal to their estimated ex- 
i^diture of £57 million (see table 4 and notes), they as a whole are 
dependent on Government for almost four-fifths of their current 
income. When the figures for the Oxford and Cambridge colleges are 
deluded, this proportion rises to 85 percent, and for some universities 
it is over 90 peroftnt. 

The total cort to public funds of university awards In 1958-59 was 
£17 million.” I^ucting the estimated £5 miUion for student fees, 
this leaves £12 million for maintenance. Any figure for annual main- 
tenance costs of the 79,000 first-degree students must of necessity be 
a guess, but £300 per student seems reasonable, amounting to an annual 
total of £24 million.” Thus public funds bear something like half of 
student maintenance and 55 percrait of maintenance and fe^ combined. 

Likewise, the amount of payments to institutions in the United 
States underrates the Federal Government’s support for higher edu- 
cation. In 1957-58 these Federal payments for rodent education 


^ ** o^ th* Commlttw appointed b, tbe Ulo- 

Secretary ot State for Scotland la June 1958 (Uie “Anderaon 
reporV ), ^doa, Per Uajeaty'a Stattoaery Ottee. caad. 1081, May 1800, par. 811 and 
Epp^ninz o. 

^“‘***«- «**- «• Fwa for nnlyonltlei, 

ndadlat Ortord aad Cambrldga etdl^ amnaM to «.7 alUleB. One and threo-teatlu 
mnuoa P^da baa been added for Oxford and Gaaibrld«e eoUecoa aiaklad a total of Kt 
wlUloa. Throe-^aartaca irf thla aaMwata ronobly to n 
“ "Aadertoa raport," op. dt. par. 11. 
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purposes are estimated at lees than $100 miUk>n.** Bnt Federal oon- 
tributions for higher edueadmi eoEolnding research ar€ estimated at 
$618.4 million, of which $863.3 million originated in the Varans’ 
Administration and oonsistod largely of pajmoits to Teteran&^ The 
proportion of this Mid other public fnn^ that went for student fees 
is not known, but it is that, in the financing of students’ main- 
tenance and tuition expenses, the United Statre differs radically from 
Britain. 

In 1959, 40 perrent of U.S. collie students’ expenses came from 
family income, 20 perrent fptan long-term family savings, 26 percent 
from part-time and summer eamings of students themselves, and the 
remaining 15 percent from scholarships, v^eran benefits, and loans.^' 

It seems reasonable to suppose that a small proportion of student 
expensre came fitun public funds in tl^ United States, compared with 
our estimate of 55 percent for Britain. The British proportion rises 
sharply beginning October 1961, when the parents’ contribution to 
maintenance and tuition costs will be reduced and the goTMnmental 
contribution correspoiulingly increased.’* 

FINANCING EXPENDITURE: OUTLOOK FOR THE 
SIXTIES 

The requirenMnts of higher educiUaon in the United Statre over the 
next decade and alternative methods of financing them have been 
widely discussed, and a brief summary is ^ that is necessaiy here. 
Enrollment is estimate to rise from 3.6 million in 1960-61 to 7 milli on 
in 1970-71. Current expenditures for student higher education are 
estimated to increase from the $2.4 billion level of 1967-68 to $9 billion, 
and total educational and general expenditures to increase to about 
$10 billion without inflation and to about $14 billion with a price rise. 
(See ch. 11 of this publi<»tK>n.) 

There is wide disagreement on the beet or most practicable ways of 
financing the increase in expenditure. This is brought out in table 3, 
which summarizes projections from four econmnists. 

Harris, for exampl^ argues for a steep increase in tuition fee^ 
financed mainly by massive long-term loan programs. His grounds 
are practicability (sufficient finance cannot be expected from the other 
sources— governmental payments and private philanthropy) and 
equity (higgler education is a form of investment in human beings 
•which pays off in higgler future incomes and is thus most appropriately 

»Sm « li. U of tkU raWJcatlM. 

ISoftkiiptidlwtloii. 

oDmrtra G. Jowpks. Oall^ o« Credit rMnA. a Mer W. 

’*Omt Brttala. J* w H » n w l «r s J OWefw (BtMaii), Beat ed Coasieiw oadal B»- 
port nA. «M. No. BO, V^. •, IMl. Loadoa. IMl, eots. 88-40. 
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fm&nced by loans rather than grants). In his view, tuition fees will 
rise from 26 percent to 40 percent of the institutions’ income, and 
governmental payments will fall” Even so, the absolute amount of 
governmental contribution will more than double. 

TABLE t— Perceat^ distribotioB of iiMome for odncational and genera] por- 
1^78aid «*ocatioo: Uidt«I SUtea, 1967-58, and proje^ 



1IC7-M 

IMP-70, adoeaUoul and 
PMMral 

l970-n 

Sdoca. 

tkHial 

aod 

pKiarali 

MldiBi 

Ooii’ 

HMTiia 

* 

Oalk lns • 

• 

AB sour CPA 

100 

IfM 



100 

m 


IW# 

lUU 

ioo 

Stod^t 

1& 


AA 



— — 




SU 

00 


w 

F#d«^ 

If 


1 ■ 


14 




ie 


4 

For 

14 

.... 

u 

I 

s 


For oibor pnrpnoM 

i 


1 

n 

11 

4 

State 

Local 

U 

f 

} « 
19 

1 t 

If 

m 

} » 

41 

RndowmeoiU, etc, .... . 

14 

i 

J 3 

IS 

m 

OU^ Incomt. 

I 

U 

\s 

i 

If 

f 

li 

1 


^ ma Oflto* BdwaUoe, BtenteJ Sirrty o( 

• 6aMd on at 'll or thb poMlMtte. 

• SonxMmr a Hania. 


^ _ HliJitr SdBcadoa, Broad lanaa** tn fHtmeint ffltktr 

New Trt. McOm« Book Co.. IM#. taSTT^ 71 ^ 
2L °**!TTS?y*-*P»P** SdooaUoB." IbW.. tabla a ^ 197, 

iwfl^ MwoUoe and FaSnd Bnd#^" SaNMt ^ I 


l»»-T0, Vntm U 
t Rotert D. Calkin. 




Musgrave aim expects fees to provide a laiger share of income 
(though he does not expect so laige an increase as does Harris) on 
the grounds that “Not only will rising family income be available 
to pay for tuition, but a growing awareness of the profit of higher 
education may be expected to increase the parents’ willingne^ to 
contribute.”** In contrast to Harris, he expects the governmental 
share to remain roug^y consUmt, with a sharp tendency for the share 
of the Federal Government to increase. Again differing from Harris, 
he expects the bulk of the increased Federal support to be in the 
form of contributions to general operating expenses rathw than 
payments for research. 

Calkins, on the other hand, is at odds with Harris (and by infer- 
ence with Musgrave) in assum ing that student fees need do no more 


*» 8ey»onr ■. Harris. "llasBdiic of Hl^ar Mneattoa ; BrasS teosa.” la rktmetm 

»«*« >*• Tott. MeOrsw-HlU Bosk Cs 

1959. p. S5-78. 
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than maintain their share of the institutions’ in(»me. “Professor 
Harris,” he says, “a^umes tuition increa^ for private in^itutions 
that are higher than will be necessary or likely, if pre^nt forms of 
public support -are continued and his assumed tuition increases for 
public institutions are higher than seem to be feasible or probable in 
view of the low-chai^ tradition of many of these institutions.” “ He 
differs again with Harris in assuming both that the share of the Fed- 
eral Government will fall (though biased more in favor of general 
(X)ntribution8 rather than res«irch) and that the share of State and 
local governments will rise.** Indeed, the only settled point in the 
controversy seems to be that income from endowment will double over 
the next decade and will do rather less than keep pace with rising 
expenditure. 

The projec^ons of expenditures for stud^t higher education as- 
sume that incmne from the various sources will expand roughly in 
proportion to previous incmne, with the substantial proportion of 
needed additional funds being supplied from the c^er sources, public 
|nd private.” 

Harris, Mui^rave, and Calkins «nphasize the need for growing 
Fedwal support of a general kind for higher education. The ol^acles 
in the way are set out by Musgrave: 

. . . T«ienl aid to edtKati(« InvolTM collateral Innee oi a blghl; «»>- 
troveaalal tort Tbeae Indode CMtearn or» InfiiDsecneoU of centrallMd 
direction on educational freedom ai^ with it Uie Btatee* ligbta Issoe. There 
ia a fear that Fedwal aid be made cootinsent on compliaiKe with poUclee 
tor racial Integration, . . . People are aware that pnUldx financed ednca- 
tlon will be Bopported by more or kee progreedve taxes If the finance is 
Fedoal, and by more or le« regremlTe taxes If the finance is State and 
locaL Hence, qnesUons of Income dlstribatioa are involved. Aim, there 
is a fnrtbtf aspect of redistrUratkni bet w o w i high- and lowtncome Btatea 
And last hot not least, there Is a qnestioa ot horn Federal aid will alfect 
the relative posltloos of pnbUc and fwlvate instltotUnm.” 

To the ext^t that obstacles to Fedmtd aid to colleges and unimvi- 
ties prev^t an adequate flow of mch aid, tuititm fe« will need to 
be increased further. As the inmease is litoly to be more pnmounoed 
in private than in public institutiofis, the effect will be to divert more 
students to public inetituticMm, thim aggravating the problem of State 
governmental support 

Britain avoids most these {uroblems throu^ its unitaiy oonsd- 
tutioQ and a respcmsibility for higher educaUcm placed firmly in the 
hands of the Central Government There is not, as yet at lea^ much 


*RoNrt D. CalkiM. tai^rt ni Hlgte* Bdoaitloii,** In •/ 
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m ^ w»y of P»1 competition betwe^^ privi^ uniTemtm and 
pnWio m^itutjons such as technical ooU^ Antf Ui® threat to the 
mdep^id^ce of the univeratke that m implicit in U^ir heaTy mi 
depmidenoe <» central funds has so far be® arerted^ an 
^^ta<m unique eren in Britain itself, itm Unirereity Grants (>>in. 

fW ^ M it is known, a<^ as an interm^ai 7 between tl^ 

Cento^ Goremm®t and tl» unirfaaitire. The 18 members of the 
wMnmttoe are appomted 1^ the ChanceHcw of the Excheqw. Some- 
what more than half of these are univwa^ profemors and the rest 
are pr«nm®t Hgurw in U» aeademk <w the bigness world, 
m committee is directly rw^ioiiable to, and works closely with, th« 

Chancellor concerning the hnandal needs 

^^umrereiti^ Treasury and tl^ miiTeiaitiee hare no dire« 

with each otb®; oomraimicaticm takes place ria the UGG 

Likewise, gove^®t aid k chan^ Aid 

(wenrrent grants) is based on a S^year p®iod 
and takes ^ form of gmsnl grants to the unirerrity. Within cer- 
t^n broad limits, agreed upon with the committee (fw example, rang?. 

""fi rattos), «»ch unirereity is then free to 

allocate the funds as it thinfa fit Aid for capital expanse (non- 

grnuts)^ jpeed upon annually and, unlike the recurrent 
grants, is earmarked forspemfio purposea** 

thl^ ^ parliamentary grants has aUrpenwl 

the Rentable conflict betwe® the general desire to maintainfae tode- 
pendraw of the univeraitiee end the need for the eierciae of proper 
^anl control both by the Uni*«ndty Gr«t* Committee ^by 

.fler 1»M, the PubUo Aoooontt 

Comr^ TO pennetent m ita effort, to induce U» 

the book, end tnoanta of the nniyermtie. to iiupeotion by the Co^ 
ttoUer erf An*tor;Generel, in line with the prMtice in.other hatit^ 
l^t^iTed the gTMter pertof their incomefnm pntdio fnnde” 
rni. the Treeraiy toceenfoliy reoeted on the grotind. thet 

. the rde^ip a. PnlTOiUee oo the one tuna. 

ly ameet m d the OorenaTO oe tie otJwr, to . rwy .jeSu oi». 
e «amli»ed the imiTenitiea> hooka and did not aim 

at control If the Comptroller wwe hroacbt in. the Treasair 

^^onWeJtetore kmg, be compelled to expand their loterrea^ in uniIJIJS& 
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auUart and to eclarre tbMr cootrol In a way which woold certainly change 
and, the Tteaanry beUered, be prejodlcial to the presenc barmonioua rela 
tionahlpe b e tw ee n the unirereltiee and the UOG." 

iVnd then {or tis» being tlw metter resta, witb ocRnmittee 
functicHiing as suooeesfally as ever. Bat % e shall have cause to doubt 
in a mcHn«it whether even this ronaritable administrative device will 
be cap^dile of withstanding probaMe future strains. 

Stud^ts in the United States are fOTtunate in having a plethora 
of eetimatea of future requirements about which to disagree. In 
Britain tl^re are no atimatss at all ; in acune way, to look ahead as 
far as 1970 is to be thought lacking in premier pragmatic spirit The 
tigures that foUow are thus necessarily rough, themgh they shcaild 
illuminate the major issues. 

The Government’s aim is to expand univerBity enrollmmita from 
their present 100,000 to 170,000 (not including enroUmenta in othw 
iu^tntions) by 1970.” The flnaiu^al implicidioQs wmild seem to be 
as follows: If cort per student runains cemstant, murrent expenditure 
by univerrities will rise from million to £100 million. But 
aries will need to rise sharply if a sufficient number of faculty of 
quality are to be recruited, and the onphasis on science courses will 
raise operating costs. It seems reasomdtle to assume that ooet per 
studMit will increase by 60 percent (a amilar assumptiem is being 
made in the United States), bringing total expenditure up to £150 
million. This assumes no^inflatioo ; if prices rise, as they are likely 
to do, th6 expenditure will be so greats. 

How will this sum be financed f Let us assume provision^y that 
tuitiem fees will remain unchanged at their present average of £70 per 
student will produce £12 million in 1970, Endowmmits, and so forth 
now wKMmt to approxim^y £6 mUlicrn and they have barely doubled 
since 19^ (omniNtred with a more than four^d iiKsrease in the 
United States), thty are unliUy to do more than this in the next 
10 years. Let os put thwi at £10 millitm by 1970. All other incMne^ 
excepting govemmttital aid, will do weD to maintain its presmt pro* 
portion of inomne mid might readi £18 millkm in 1970. Hus leaves 
a gap to be filled by governmental aid of £110 million, or about triple 
the preemt amount of such aid. The great bulk o{ this would come 
f renn the Oentnd GovmmiiMnt. Hus meaim that ovmr three-quuters 
of the universities* inoonm would be derived fram direct govern- 
mmtd aid, oompured with tilro-thirdt today. Payments for research 
and public support fm* student fMs Imng that prop<»ti<m to over 
fouT'fifths. If the colleges at Oxford snd Ounlnidge univumties 
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are excluded, the proportion of expenditure finen^ by GoTem- 
mant appnmchee nine-tenths. For all practical purpoeee British 
umveratiw would be wholly maintained out of tax-financed public 
funds and would be akin to Khools and colleges <inanoed directly by 
the Ministry of Education and local governments. 

It is extremely doubtful if tbe ind^>endence of universities could 
survive these circumstances, or, from the conrtitutional point of view, 
wh^er it should do so. The curious mystique of the IJGC, so sue 
ceesful up to now, may prove an inadequate shield. As we have seen, 
the Public Accounts Committee grew restive as |mrliamentary grants 
mcreaaed from their prewar level of £2 million to £27 million in 
1955-56, Since then it has been quiescent while grants have be^ ris- 
ing to .^6 million. But it is difficult indeed to believe that it would 
not insist on detailed inquiry into the ^lending of well over £100 mil- 
lion of the taxpayers money. From then on, detailed state exm- 
trol of university affairs would follow — and constitutionally ehmild 
follow as a matter of course. The deep-rooted forbearance of ^aie 
inteJ^erMioe with universities may hold this up for a time, but it is 
hard to see that it could be long delayed. 

Nor would tlie pressures come sdely from jMirli amentary wncern 
with the proper um of public funds. There is a growing and articu- 
late demand by the general public for a rapid eiimnsion of university 
places to promote equality of opportxmity, to diminish wasting of 
talMit, and to lift Britain from the bottom of the list of wealthy 
notions. E\^n the e^xpansion to 170,000 students by 1970 will pnv 
vide a wuvernty educatitm for only 3 percent of persons aged 18-24—1 
little more than the 2.6 percent of today. Institutions almost, wholly 
dependent on cwnpulsory levies from persons making the demands 
are in no strong position to resist At beet, the pace of ex:pansion 
will be out of their hands; at worst, a type of expansi(m may be 
forc^ upon them which they deeply believe to be against the long- 
run interests of the universities. Only the collies of Oxford and 
Cambridgi^ secure with their fees and endowments, would be immune. 

The obvious answer to this threat is to raise student fees. If the 
prewar share of 80 percent could be restored, the prwent need for 
Central Government aid would be cut from £86 million to £24 million, 
and the eetimat^ need in J970 from £110 million to £76 milliom 
Although large in anmunt, this latter sum would represent no more 
than half of current inomne. Universities would then at least have 
more of a chance against parliamentary control. But, while this 
course is evidently feasible for the United States, it is not for Britain, 
The reason is that the hulk of the fees are thmiselves paid out of 
public funds. 
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The anioiml rec-elTwl from thl* * wurce {fees] b*» mn*ln«d r^Utlrelr 
stable becsoM there baa been no general change In the rate* <rf fee In 
force daring the period under rerlew (1952-87]. In g«)eral, the unl- 
reralttea would be rlad to t^relop anj source of Incotne which would reduce 
thdr growing dependence on Treasury grants, but they hare heeiuted to 
rary rate* ^ fee when the greater part erf their fee Income U derlred from 
public funds . . » 

To raise fees in theee circumstAncee is simplj to replace one form 
of goTMTimentAl aid by another*. Thus the unimsitiee are in a cleft 
stick: govemmwital grants are high because fees are low, and fees 
are low because governmental grants are high. 

There is general agreement that the independence of the universi- 
ties should be preserved. It b in real danger of being lost through 
inappropriate methods of financing. New nwrfhods must be sought. 
The solution is to be found in a program of loans to students to replace 
the present system of tax-financed grants. Universities could then 
raise their fe<« to whatever level seamed appropriate. Dependemoe 
on the Treasury could be sharply rwiuced. The cleft stick' would be 
broken. 

This is an unusual ar^ment for student loans as against grants 
and may well be peculiar to Britain. It strongly reinforces the more 
orthodox argument that a college education pays off in higher future 
income and b, best regarded as a personal investment. The general 
principle was stated long ago by Adam bmith. One part of fixed 
capital, he said : 

. coioiata ... of the acquired and uacfnl abllltieia of all the Inbab- 
itanta or members of the aodety. The acqulaltloo of aoch talenta, by 
the malnteuance <rf the acquirer daring hla edocation, study, or aptwenUce- 
ahlp, alaraya coata a real expense, which la a capital fixed and realised, aa 
It were. In hla person. Those tako^ aa they make a part of hla fortune, 
ao do they |lkewlee of that at the society to which be belong The Im- 
prored dexterity of a workman may be considered in the aame light aa a 
machine or Instrument of trade which facUlUtea and abridges labour, ami 
which, though It coata a certain expense, r^iaya that expeq^ with a 
prtrflt" 

Unfortunately, thb notion never became part of the main stream 
of economic thought Instead, economists placed almott exclusive 
emphasb on investment in -phytibal capital to the neglect of inwst- 


■ Great Brltala. Ualrenity Oraata CowiaUta#. PatparaWy Dtrtlopmtmt, ltlf-17. 
Loadoa, Bar Majaaty’i StatloDary Oflea, Caad. 594. IMIS. par. 150. 

• Adam Smith. Tks We»Uh #/ »aMa«», Otb atftloD, Bdwln Cannan, ad . 1550, Book II. 
ah 1, p. S54-M5. 
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m kwium opiuJ-* negleot which ia aow fwt bdog rem«iie(£i^ 
Tto pereon^ profitability of an iuTcitment in a colkg« edncatiai 
^ been «^wl»d by seTeral rtudi»*> Wh« due allowanoe 1 im 
been made for such ^ors as tho froaUr natural talmt of eoU^ 
grodiutee and edo<^on by expernmoe after learing oollece, collcire 
^ucatKin would still aeam to yield a sobeUntial OKmetary rate of 
rKnrn on inroetroent, and it may readily be prwumed that the mv 

It need hardly be said that hi|^ educatka i§ eminenUy defenaibk 

on^eeononuegrounda But Ua haitl fact b that m«^ studente go 
to coUegepnm^yf(aeoon<«iicreaK«tt. Thua, eron if high® edu- 
ca^ ocmfarred lai^ge beoefite on society in genual as weU aa cm ti «5 
UKhridual m faiticular, thaia wouW be m> justificatiui for a wbeidr 

^ ^ to be » 

N^borhood effuta are aneoeasaiy, but in my new not a sufficient 

mterentbiL But the fa<t that U» majority of 
^^ente^ ro^nal degrm means that the benefits aocn» over 
wlalmmgly to the mdiridual. It is for these roeson^piofitability 
motive, and individual benefit~that the costa of higher education a^ 
appropriately financed by loana 

TVo ModUioM would bo Modod to ««bl, th, loon mtom to wort 

^7* “ **«1“V* “'<>™»tion gi™ to otidonlo on th. 
•^^ yiold of th. Tonon. couiwM. Only if fii. ww. proridwi 
^Id ^nj ch0K« b« mod& Th.wc«.d»«l»piot,copiiol. Hrj, 
ml^ly tW pnT^ t^itoi mortal would h. «p.bl^ for mn« tim, 

°J “ reMonobl. ntM of inuowt, idl, or .tm the 

^ ^nirwl It woold b. np to th. GoronuntsM 

U> make tM funds arailaMa 

^ virtually no disettssron of a stuifent loan 

Pj^:^ The Ai^erson committee on student granta dismined the 
Idea in a {Mtragraph: 

- itt.. A. rw. 

ss-'Ki s 

C tjrttal CMrap« aselM to Itoa. J9wtmai •/ 

rtannfr ia*«; unto* “ttiImh «b« 

Tk4 wmtw iVmmni^ »ut* Omi^ Um6gmy^ Bom tew a «MMt %mm 
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Wc wtt9 . . . ■treek tqr tkc oAdal wm at th» ar*uea at kiaia to ctod«l> 
Id, axbo^ other euvocrtet, Jfonrtj the Ualted Stetee, aiMl «r« frit It 
riffat to coi^ld^ ths iMtrttt of eoiM eocb cr«tem ; bat, thoogb we rorocnlM 
tbet ■ iMUi may oceulooallj' be • reeeoiuiUe waj meetlQc'a partlcalar 
dlRkaltj, w« hare had i»> b«ritatl«i Ln reJectlBC kMU aa an iotetral part 
vi the oatlooal award* treCxaB. The prlitdpte of oaUm kwtw a* a etaodtid 
nuena d Rnaadof ttwHfliita baa now beeo aba»kitMKl bf {MibUe >Qtbor1tlM 
in Great Brltaio, aod o«r erldeece dlacloeed no wtrii to aee U rerired The 
obUfotlMi to re{iaj, ^ matter auf the t^ma moat r epreee o t an on- 
titsrij bardra at (ha o ctaK of a career. We far prefer the ayatno of oaP 
rlsht rraat* with the aafeftHirde aaataat mime*, cootaloed 1b oar reccn- 
oMmdatloiia*' 

A majority of oommittee reconumcded laurger gr*JQt» to studenla.** 
CONCLUSION 

In both Britain and the United State* the current expenditure of 
institutions of higher learning Is eetimated to mcjw*s by approxi- 
mately three tinww or nu^TB during the axtke. W hik large in abso- 
lute moMy tern», the fmm« required are ownparatirely Hnall when 
rpUted to growing national produds and govamn^tal budgets. 
Raising these buim should preewit no fundamental problwns to in- 
cnAsingly proeperot« eocidiea The difficulties lie lather in the devis- 
ing of {ippropriate oMana 

In the aimplest tanna, the prinolpal danger is that, in the United 
States, govemiMint will provide too little money, overstraining pri- 
vate souroM aa they are at preaent organised^ and, in Britain, that 
government will provide too miKih mooey, threatening the preiw- 
vation of acadMnio freedtan. In both ommtriea the most hopeful 
measure of reform is a loan program for financ^ing student oosrts. 
This would enable tuition fees to be raised sharply— in the United 
Slates to meet tl» expected d^dency in governmental payments and 
in Britain to reduce a growing and unh^lthy dependence on public 
funds. 

Nor, as we have sewi, is the prt^Joeal for a loan program tied to 
these oontingeiMiiea. Higher education is in large n^isare a pwsonal 
inve^ment, and, while there would oontinue to be ample scope for 
public funds and private philanthropy, it is therefore right in princi- 
ple that loans to students dMmld play a major role. 

•• ‘'ABdcnra i Bf ort." ^ clt.. s*r4 Si. 

*• TbroogS UM abriltkMi at tS* pareats* caetrnattoa. 
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RESEARCH IN 
HIGHER EDUCATION 


CHAPTER 20 

101 Questions for Investigation 

WiUurd L. Thorp* 

S OME ASPECTS of higher education have been explored exten- 
sively, others^have had only limited examination. Thus the 
ivcademic libraiy shelves contain many more printed pages about 
the philosophy of education than about the management of educa- 
tional institutions. There is a much more nearly complete public 
record of railroad conductors’ salaries than of college professors’. 
And we have many more sociological interpretations of trade union 
behavior than of faculty mores, unless fiction is included. 

The social scientist has tend^ to concentrate his attention either 
upon the individual or upon the economic and political aspects of 
society, and to overlook education, although it could qualify under 
all three head’mgs. The economist also has looked away because 
the pecuniary calculus is not readily available and there is great 
difficulty in defining and measuring the “product.” Many of the 
economists’ teclmical devices, such as marginal analysis, dem a n d 
elasticity, product differentiation, cost behavior, ccunparative advan- 
tage, and input-output analysis, would seem to relevant to various 
problems in the education field, but they seldom have been applied. 

Similarly, the political scientist has concerned himself with only § 
a few fringe problems in this field, perhaps because higher education 
has sucl^ a tradition of being a private operation even though State 
universities now carry the heavier load. Some few, like some soci- 
ologists, have studied the similarities of academic communities to 
other groups, and thrir differences, but the study has been more 
casual and episodic than systematic. The p^chologist has been more 
deeply interested in the learning process than in the working condi- 
tions of the teacher. 

This state of affairs is changing rapidly. Although the problems of 
education were important in the past, it seems clear that we are faced 

•This paper wm Sret SraTted after StaeoaSona hdd at the MertlO Cmt»r tor Beeaoadea 
la Seathaaiptoa, N.T., la laaa ISSa Titantr-tiro aeaaaariata aad edoeatora 
for a ^iroek indar the anapleaa of Aatkarat CoUafa aall no Vimd for tba AdraaeaBMat of 
Bd ocatk e Sa Idaattfr pniMaa araaa ta tka Said ot edaaattoa wkara K waa ballavad that 
taaaardi arfcht ha ralvaUa. The aathor. dtcaator of the paatar, who praaldad at tba 
aaarioaA atada Ua owa aaaaiarr at the tiaa, aad baa aow aataadad aad daboratad tt 
■ii M what fertkar. 
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today with educational choices of increasing importance and difficulty, 
in terms both of public policy and of organizational structure and 
behavior. Greatly increased resources of capital, labor, and m^age- 
ment are being demanded to carry education forward and to riise the 
standards of the weaker institutions. We cannot disregard the impli- 
cations for education of the rate of population growth and the ac- 
celerating expansion of knowledge. The accumulations of data of 
various types, development of new research techniques and methods 
of analysis, and the recent availability of funds for research all suggest 
that much will be done to shed light on these problems during the 
present decade. 

It seems clear that higher education is and must remain a process 
with wide differences among institutions. Although they may have 
quite different objectives, they do compete for students, faculty, and 
financial support. The wide spread in amounts of tuition in public 
and private institutions tends to create another source of conflict. And 
the national process of growth is pushing all of them to increase their 
productivity, whatever that means, within their limited resources. 

Th^ conflicts and pressures raise problems and some of them are 
listed below. It is obvious that it is an economist’s list, although 
luckily the interdisciplinary boundaries among social scientists have 
^ther low visibility. For the purposes of the list of questions given 
below, a number of broad and basic problem areas are not included, 
such as ^What are the objectives of higher education?” or “How much 
higher education should there be and for whom?” or “What prepara- 
tion is essentr&l for teaching at vairious educational levels and in var- 
ious types of institutions ?” Problems concerning the nature and scope 
of the curriculum or the actual teaching process itself have been dis- 
regarded. Finally, the infinite possibilities of comparisons over time 
and space (especially international compqfisons) have not been in- 
cluded in the list, although some of them might be very fruitful. 

Many of the questions m^ be asked in terms of all education, of 
some type or level, or even of a single institution. It is important to 
note that research does not need to start with a broad coverage and 
an electronic machine. It is quite likely that some of the problems 
can only be stated properly after some individuals have made local and 
limited studies, at their own college-lev^ institutioni) or in their own 
communities with respect to the public grammar- and hi^-sc%ool 
level. Analysis of costs, for example, needs to be developed in a num- 
ber’bf individual institutions. 

It is also important to realize that many of the questions asked 
should be considered with reference to various time intervals. A 
problem can be stated in its currmit phase, or ik terms of a historical 
perspective, or in i«rms of forecasting the future. All these elenwmta 
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need to be considered, for the spot survey is likely to be difficult to 
evaluate unless one has some notion as to what the trends are. ^ 
The 101 questions do not present a complete or detailed set of prob- 
lems in the field of higher education. They are int^ded to start the 
proceffl of inquiry, and often a dozen ot more questions are hidden m 
a single one. Although an attempt has been made to group questions 
that seem to be closely related, other schemes of arrangement woul 
probably do just as well. 

I. Extent and Structure of Higher Education 

1. What is the direct contribution to nation^ income which is [has 
been, can, should be] made by education? How ‘should it be defined 
and measured ? 

2. To what extent does the demand for higher education reflect 
general business conditions and employment? How does the busing 
cycle afiect the resources available — the yielfls on endowment, legisla- 
tive appropriations, scholarship needs, alumni gifts, and so forth. 

3. What shares of various types of economic resources are devoted 

to educational activity in the United States? It might be to 

develop such data both in a product and in an industrial classification. 
Data as to capital employed are weak or nonexistent. In fact, capital 
goods like buildings'are often not treated like capital; that is, with 
respect to depreciation, earned return, and so forth. Labor input n^s 
to be examined in terms of degre^ of skill and of divisions such as 
teaching, managerial, admini^rative, and maintenance. 

4. How are resources (using national income subdivisions) (flstrib- 
uted through the educational structure by level and type of education 
and by type and size of instiWtion ? At what points would additional 

resources be most productive? 

5. Is there unused capacity in terms of plant and faculty ? Where ? 
Why?" What appear to be present standards of use? Where d^ 
[should] obsolescence come into the picture? What motivati^i^ 

there for change? ^ 

6. What is the relation between various inputs (and combinations 
thereof), and the level of student performance and accomplishment? 
Is it possible to develop meaningful concepts and techniques that 
would permit comparisons of performance among educational^ units, 
makin^wpropriate allowance for differences in student potential? 

7. wSt assumptions should, be jnade as to future demands for 
higher education? What assumptions should be made concemmg 

quality, quanti^, and types of education ? 

8. What arc the relative economic and other costs involvwi in 
ft WMrfring a new iMtitution, setting up a geographically separate bran<ffi 
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of an Established institution, and expanding an established institu- 
tion I 

9. yPhat are the relative economic and other coats involved in 

canying on higher education in urban, suburban, and nonnrban 

iOC4ltlOn8 f i 

10. To what extent can the student “bulge” be inet by expanding 
trade training and junior colleges? What effect would this hare on 

j resource requirements? 

11. At what level should various subjects be tau^t? Can any 
apprecjable saving be made by shifting the level and timing? Ai4 

ooste incurred through not doing the right thing at the right time 

^ ^ cshanges can be made in language 

study ? What about remedial woi^ and its proper locatimi ? . 

« may be needed at the college level if more 

college work” is done in the hi^ schools ? How wUl this affect costs! 

18 there a similar adjustmmit pix^lem between the college and the 
graduate or professional school ? 

13. WTiat resouroes are now used in nonformal types of education; 

for example, music lessons and clubs for young people of school or 
coU^ age? ' 

14. What will be the future economic requirements for graduate 

schools? How do their resource requirements and 
coete differ from those of college level institutions ? How sensitive are 
graduate and professional schools to changes in demand? 

15. How much sp^ialized training is given and never used? What 
elements in past training have proved obeoletel 

16. To what extent is there [wiU there be] further trAining added 
after the completion of fonnal edncAtion f What alternative m^od|< 
are possible for providing specialized training and *^refreehe^M 

courses? How would the ooste of these methods mffert > 

17. W^t is the relation of research to teaching time and to avail- 
abihty of faculty to students? What is the basis for the financing 
of research and how much is contributed by the institution f To what 
extrat 18 research a source of supplementaiy income to faculty and 
^duate students! What is involved in providing reseaieh facili- 

researdi interest be maintained in smaUer 

18. What peripheral activities affect income uid cost and in what 

way^thletics, dramatics, university press, soil testing, employment 
•gencies, and the like! # — , -a*, pioymwH, 

r ^ decision-making process in various edu- 

institutimisf In what wiys do individuals or oonmittees 
or other groups participate, both ineide end ^atride tlie ftMt&utot 
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Is there any relation l>^ween facnlty [Murtidpstian in decidon making 
and allocation of teeouroee as Well as in the (Staining of resources? 
What are the limitations on freedom of planning in publicly supported 
institutions? In private ind.itutioDsf 

20 . What is the eflfect on colleges and universities of such market 
situations as location and comp^tionl What are the competitive 
elements in the picture? To what extent and with regard to which 
matters are there trade agreements and inter^te compacts ? Bo they 
contribute to more efficient resource use! 

II. The Stnd^t Body 

21. How can one define enrollment? What is the trend in enroll- 
m«it by type and level of education ? 

22. What factors affect the demand for college entrance? How 
important are the tuition chargee and other costs to the studmits? 
W’^t is the likely trend of student costs f How is college entrance 
affected by changes in the level and di^ibution of family inoom^ ? 
How many students are unable to enter because of faulty preparation ?• 

23. What is the extent and character of the enrollment in private 
preparatory Kihoola? What are the charges for tuition and other 
costs? 

24. What is the basis for student choice among various typ^ of 
institutions (public and private, rural and urban, large and small, 
etc.) ? To what extent and at what levels of education do students 
first leave home for schooling? 

25. Are there established geographical controls indicating that a 
locality requires an institution? To what extent do students go to 
State universities outside, their own States, despite tuition differen- 
tials? Should there be a national travel allowance for students? 

26. How mheh do differences in tuition charges among institutions 
affect the distribution of enrollments ? (In cminection with the more 
obvious facts, there might bh an examination of multiple applications 
to see to what extent applicants apply to — and choose among — colleges 
of varying tuition levela) Similarly, how much does the amount 
offered for scholarships appear to control ohdoet 

27. How extensive arq sdrolarship pre^pramst On what should 
they be based? Ability? Keed? Hi^-eohool record? What should 
the sdmlanhip cover? How does the development of national sdiolar- 
ship program affect the operation of individual institutions’ pro- 
grams? Are suffioMint feUowshi{Mi available for graduate study! ^ 

28. Hew we^ suhetiMcm of kw-eoet» long-term loans for direct 
subsidiiation of tuitien (low or no tuition ehugw) alter the oolkge 
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entrance of students in various economic and socml groups! What 
are the g<^ and the bad elements in the various student loan plans 
, in operation ? What is the potential of a l«m prog^ram and what 

is its likely c<»t, on a national scale, under various assumptions of 
coverage! 


29. To wliat extent are educational institutions able to make intel- 
ligent selections among applicants? What are the existing methods 
of selection, their effectiveness, and their cost (in dollars and in tension 
among applicants) ? \\Tiat is [should be] the extent of formal edu- 
cation obtamed by the high-school graduates of the highest brain 
power (perhaps the top 20 percent) f 

30. Disregarding tuition and scholarship differentials, what other 
methods exist for competi^ for students ! Advertising f Bonusw f 
Entertainment! Solicitation! Alumni persuasion or pressure! And 
how much are all standards distorted by special abilities such as for- 
ward pacing or oboe playing? 

81. Is there a tendency for prestige institutions, including graduate 
schools, to develop preferred sources for indents ! Are there ob- 
enable ^^ographical, racial, religious di^Hminations I 

82. To what extent, when, and why do students drop out! How 
many return after an interval ! What would be thfe saving if the 
attrition rate were higher or lower ! 

33. What is the possibility that junior-rollege graduates will enter 
4-year college? How much does [can, should] this happen! 

34. How extensive (and how desirable) are transfers! 

36. What organizational r^uirements and costs are involved in the 
giving of advanced credit ur of advanced standing or of acceleration! 

86. ^^1^8 the relationship of military service to the educational 
proc^! -What can be l^ed from the G^^bill experience? Any 
insight into college education and age, marital status, and experierf^? 

87. What significant, if any, does the summer vacation have for 
rtudente as to economic costs or earnings, and experience? Could it 
be utilized to greater advantage! 

To what extent do college students work on the aide?' Would 
It be possible to substitute employment for scholarships to a greater 


89. Are ttere any obeerrable consequence when the edncationsl 

pt^ 18 delayed or interrupted! What about intorrals between 
coU^ and graduate school? 


What is the effect of early marriage on the students’ financial 
needs a^fi^cial resources? On attritimi of students in the col. 
legesi On the edimation of husband and wife? 
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41. To what extent Is there a trend for a semester or year abroad to 
be included for college credit? How is this inclusion organized! 
What e<»ts are involved ! ^Vliat are the faculty requirements? What 
scholarships are required ? Is such inclusion feasible on any consider- 
able Male? 

42. WTiat are tbe apparent trends in the enrollment of foreign stu- 
dents in American educational institutions by level and type of insti- 
tuition? 'What sp^al burdens are involved? How much special 
support is [should provided for this activity ? Should it be more 
concentrated in a few institutions ? Can these programs be evaluated ? 

43. What controls tlie enrollment in graduate and professional ' 
schools? Can one compare the number who go on with the number 
who might meet existing standards yet do not continue! How is 
selection made by students? How is their decision affected by tuftion 
costa? Scholarships? Opportunities for employment ? What is the 
attrition rate and why ? Is there any apparent cW^^in the quality 
of applicants and if so why? Do they tend to niS|||^ appli- 
cations? 

44. Is there any way of rating graduate and professional schools 
on an objective Imais rather than relying on historical prestige? "What 
information might improve student choice? Is there a danger of too 
much concentration of the better students in a few institutions ? 

III. Educational Costs 

45. How adequate are present ««t-ac(X)unting definitions and meth- 
ods for educational institutions in terms of their relevance for mana- 
gerial purposes, l#r comparative purposes, and for social evaluation ? 

46. "What controls allocations of |unds between departments and 
among various functions ? How can costs be ascertained when teachers 
instruct at both undergraduate and graduate levels? Is there any 
basis for comparability! "What variations in cost ex^f "Why are 
high-cost activities tolerated? 

47. What has been the tr^d in the cost of education of various 
types and at various levels in recent years? "What has been the trend 
in physical requirements, such as for classroom space, laboratories, 
library books? How has administrative oo^ behaved? Are there 
some resources whi^ are more fully utilise^ than others? 

48. 'What is the relation in marginal tomu between eost and 
number of students for various sices and types of institutions? What 
is the relation in margin^ terms between actual resource requirements 
and number of stndei^? 

49. What is the minimum cost of a 4-year college edncatnm and 
whi^ are^the added costs resRlting fztnn additions, dsomittions, and 
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di vereions f What is the added ooet of oommimity liTinff ( dormitoriee 
and eating halU) f 

60. What is the cost of operating a eoUege for each of U»© academic 
y»re ? How do junior-college oo^ cxanpare with 4-y^ college oorta f 

51. WTiat can be lerfimed about the economics of cla« size f 

52. What costs air involrod in admini^ering “independent rt udy”» 
Keadingcxiurses? Honors work? Doctoral theses ? 

53. What are the material requirements for cxjUege operation « How 

caul pui;^ing methods be improved f What about methods of boring 
and handling boc^? ' ^ 

54. Wliat is tlio relationship between cost, and multiunit operation? 

55. Are there improved methods of space utilization and TOotrol ? 

^ are [cmi be, will be] the effecte cm the of education 

and on faculty requirements of various innovations in instruotional 
and administrative te<amiquee and in utUkatioa of new media of 
ocMumunicAtion such as television f 

5f. What are the economic implications of a thanged cwlleg© cal- 
^dar ? Of an acceleratedtollege course reducing the tune to 3 years ? 
Ihe of reading periods on or off campus! A year abroad as a part 
-of form^ oducatioiial process f 

58. What is the actual elapsed time for gmduate wc»*k f Wh^. bthe 

estimated cost of a Ph. D. and of the various professional degrees to 
thfi ir^^iFiduaJ I To th^ f To socioty f 

59. Can costs be reduced by additional cooperation between schools 
Within a uni varsity wid among universitiea f 


IV. Teacher Supply and Salaries 

60. Wh^ can be said as to the drived demwid for teacher services 

xn terms of predictions as to enrollments f ’ 

61. What in fact does a faculty member do? What Is his real 
teaching load? How much service does he give to the profession? 
How much time is devoted to pwomial scholastic maintenance and de- 
^lopm^t? To what extent lire nonteaching demands made <m the 
^ty by the educational in^itutionf What are the nonoompensated 
deniMds i^e by the community! How equitably and by ^m 
are these daims on the teachers’ time distributed! To what extent 
are teachera required to perfonn tasks that might be performed by 
lees exp^udve p^rsctmiBl t 

62. What factors ^eot the supply of teaohsre— Mltties and fringe 

ben^ts, degree requirements, social podtimi, and so forth! Howez- 
ten#re is the moye of high-sohool teachers into college teaching I 
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6$. To what extent have faoulti^ absorbed foreign scholars, and 
at what level of the college oourw have tlwee foreign scholars been 
al»orbed pwrnanently or temporarily f In which fields! At what 
rank! Haveany special cwete been involved! 

f>4. To what extant are graduate studeots engaged in t^udiingf 
In reeeardif Are they teaching elementary or advanced courses! 

ith how much supervision ! At what scales of pay f How does this 
alletA Uie overall ^dget,f Does it delay the graduate work of the 
teaching fellow ! 

55. Where do graduate students finally go and why I 

66. What has been the historical record of teacher salarifs, with 
appropriate allowances for fringe bMiefite, conditions of work (includ- 
ing availability of outside employment) , and the ago and qualifications 
of the teacher f 

67 . How adequate are retiremwit axiangements for faculty and for 
other employees f 

68. To what extent do teachers earn additional income through 
other employment! How do institutiais safeguanl effective instruc- 
tion! How much variation is there in their procedures on outside em- 
ployment and why ! 

69. How are faculty adminhirative positions handled, sudi as that 

of head of a depirtment f Is extra compensation granted ! Reduced 
teaching load! What should be the division of labor between faculty 
and administration f ^ 

70. What would be involved in more “refreeher" or developmental 
activity for t^cheref How cxjstly, how neoe^ary, and how valuable 
are Sabbatical leaves f 

71. What are the trends as to lea VM of absence I How important are 
fellowdiips and grants for temporary absence from the campus as a 
factor in r^ucing the supiply of teachers on duty ? 

1 2. To what ext^it is fa<^ty housing provided f How are housing 
provisicma administered f What is their eronomic rQle ? 

73. What salary differentials are^^hould be] found within in- 
stitutions, and among institutions! By subject ar^f By character 
of preparation! By seniority! By type, character, and looaticm of 
the in^tutkml What would be the result of substantial increases in 
thetf^sduiee! ^ 

74 To what extent do civil servioe requir^oents imch into public 
coll^ee.aad nnimritiee I 

76. What costs would be involved in expanding the supply of 
teachers for junior ooUeges ! 
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<6. "VMiAt b the nature of the labor market for teachers? Can it be 

improved? Is there enough, too much, or too little mobUity and 
turnover? 

u. To what degree does academic tenure prevent the management 
of an educational insUtution from behaving lik^ a rational employer, 
removing “expensive” or incompetent employees ? ’ 

78. To what extmt do maluro individuals (^erwLse wnploy^ 
shift to the ac^lcmic world, and vice versa? What fields have the 
most mobility? Could not more women over 40 be attracted back 
to teaching or rowarch ? 


V. Financing 

<9. IVhat are the trends in the sourMe of financing of privately 
and of publicly supported institutions, including tuition as source? 

80. Are any considerable number of private institutions under 
severe financial strain? Wliat is the death rate of private institu- 
tions? Is the problem caused by competing low-tuition public insti- 
tutions ? Is there similar prrasure on junior colleges ? On graduate 
schools ? 






81. \Vhat is the economic effect of church sponsorsliip ? On con- 
tribution? On faculty recruitment? Are special costa involved? 

82. W hat is the actual burden on the taxpayers of public educational 
institutions? Of private institutions via tax exrnnption of gifts? 

83* What is likely to be the future trend of private gifts? How 
18 this related to income levels? To tax levels? What economic 
considerations enter into gifts from individuals, corporations, and 
philanthropic bodies to private institutions and to public insUtutions? 

84. "Wliat is the record of alumni contributions? How do they 
vary by age of donor and by type of institution ? Bo they bear any 
relation to capacity to pay ? To what.extent do alumni contribution 
represent the equivalent of a delayed payment I 

85. How are educational endowments administered! What eoot 

nomic principles should be applied f ‘ 

j®' T?. extent are State and local governmeiits in a position 
and willing to finance educational expansion at the yunior-coUege or 
the ^y^r coUege level! At the graduate and professional-school 
level? How would the dtuaticm be changed 1^ various Federal pro- 
grams of guaranty, credit, orgnmtt 


87. How much income is the result of using facilities for nonedu- 
caticmal (mrpoees (canons for s^nmer oonferenoes, uid so forth) f 

88. What has been the experience-advantages and disadvantages— 
of Federal programs relating to edncati<mf What has been the 
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experienw in land-grant colleges f In Government contracts? In 
the Reserve Officers’ Training Corps? What baa^ might be used for 
allocAting federal aid to higher education ? To what extent and on 
aiiat basis should public funds be available to private colleges? 

81>. On the basis of estimated future enrollments, what plant con- 
siructmn will be miuired m the future! What (xwts are involved, 
broken down into public and private, geographical location, and tyjK? 
of facility? 

IK). W’^ith particular reference to capital requirements, what meth- 
ods of financing, including tax sources, sliould be used for public 
schools and public colleges? WTiat has been the financial cJtpx'nence 
with dormitory and other financing up to the present? W'hen and 
for what purposes do fcan, sliouldj various types of institutions of 
higlier learning engage in borrowing! 

91. Wliat forms of aid from foundations appear to have had the 
greater impact upon wlucational institutions! Can directed aid in 
fact be prevented from spreading through the budget ? 

VI. Evaluation 

92. Are there criteria and measurements of the historical develop- 
ment of education which might indicate its relation to American 
society ? WTiat seem to be the forces that controlled the development 
of education? Has education adapted itself speedily to changing'’ 
needs? In turn, what was its impact? 

93. Is it possible to broaJk down the “product"’ into such elements 
as training for citizenship, general tools for living, mid specialized 
tools, and then measure the allocation of resources to each purpose? 

94. What part have institutions of higher education played as pools 

of skilled manpower and research resources in time of national 
emergency f > ’ 

95. What resources do educational institutions devote to the ad- 
vancement of knowledge? What is [ought to be] their future role 
in view of the expansion of industrial and governmental research 
and development programs f 

96. What is the cost, or the boiefit, involved in keeping young 
people off the labor market f 

97. What part can education [educational institutions, educational 
resources] play in the developumt of lees developed oountriM f How 
can^ this activity beet be organised t What are the chief coste in- 
volved! How much priority should it be given as compared with 
other donandsf 

98. What is the level of edupational input and output by Stitee 
(with particular reference to poasible crituia tor Federal oemtribu- 
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tions) t Can specific benefita and remilts be attributed to publicly 
bup^rted institutions? What is the relation, if any, between the 
level of education in the State and the level of productivity and of 
mcomee? Of outmigration or inniigration ? 

99. What IS the relationship between the degree of education and 
t e level of personal income? (This not only involves the estima- 
tion of present worth of various levels and types of education, but 
a so the develupment of a method of imputation to education when 
corrected for different initial endowments and economic and social 
advantages.) 

KK). \\ hat i3 the relationship betwetm education and other meas- 
ures of personal achievement? (Here also “value added” cnnoepts 
must be developed along with methods of measurement.) 

101 ^VTiat IS the present amount and productivitv of resources 
now being si>ent in studying problems of education? 'And how can 
a ^ater number of comjietent scholars be induced to apply their 
akdls and tedm iquas to answering some of the above questions—and 
raising others ? 

Perhaps the last que^stion should be the first. 



CHAPTER 21 


Research in the Economics of Higher 
Education; Progress and Problems 

Met M. BivUn^ 

r^HE ECX)NOMIlS of EDUCATION is a new field of study. 
A Until very recently most economists viewwl the problems of cxluca- 
uonai enterprise as ontside their sphere of interest and w>mpefence, 
and edQcational decision makers showed little dispc«?it!on to caII on 
econoinistfi for help. 

This situation is changing. Within the last few y^rs the economics 
of education has become a respectable., even a fashionable field in which 
to write a doctoral dissertation or direct a re^arch projeeb A presi- 
dent of the American Economic Association has even devoted a presi- 
dential addreffl to the subject.* * Economists have begun to investigate 
the return on inv 08 tiTi 6 nt in odiiCAtion, ths dfpin&ncl for a.nd supply of 
persons with sp^ific typ^ of training, the economic advantages and 
disadvantages of alternative means of financing education, tiie com- 
parative costs of different ways of organizing an educAtional system 
and 90 forth. Those who make d^isidns affecting education have 
also begun to realize that this type of research may be useful to tliem 
and to call for more of it. 

Several conferences have been heJd on the economics of education, 
Ixith here and in Europe, and some of the papers delivered at these 
meetings have been published. A few articli* on the economics of 
education nave appear^l in professional economic journals. Much 
work, however, is still in progress, and the results have been distrib- 
uted in processed form, if at all, or published in journals not easily 
ac<»a 8 iblft. It is the purpose of this article to review as much as 
pMsible of the recent research in this field, mentioning some studies 
in progreffl, as well as some which have been completed, to assess 
roughly what has been acwmiplialied so far, and to suggest some of the 
problems on which future efforts should be concentrated. 

As in the rest of this publication, the focus will be on higher educa- 
tion — that is, education beyond the high-school level— although refer- 

MMeUte, Iiutltittioii 

* Iteodorv W. S^oltX. In Hommo Capital. Amerimn Econ^Ac RevieWf 

51 ! WT, Maftb 1061. 
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mces other levels of education are m^cessarily included, since higher 

du.a.ion cannot xneaningfully be viewed in isolation from tlie mstef 

tne educmtional sy^am, 

Hhat Good Are Economists? 

^ The reluctance of educators and educational decision makers tn 
^nm to economists for advice and counsel has by n<7 means entire]^ 
diNappeared. borne research m the economics of education-HKpeciali; 

oriipts to compute rates of return on inveetment in education nr 
f alternative teaching method^has met 

. protests from educators. Tne protests have been directed not so 
much against the methods and conclusions of the economists, but 
agamst the whole idea of doing this kind of research. Education, sav 
some ^ucators, is far too precious to l>e compared in crass money te^nL^ 
with tiio ordinary commodities and serv'ia^s tliat are bought and sold 
m the marketplace. The instruction of our children is, or should be, 
so imponant to us that we are willing to devote to it whatever re- 
i^urces are ;require<l,” regardless of cost. Not all educators t^ke simii 
extreme posiUons, but even those who do not are ofUm fearful that if 
economists are turned loose on educational problems they will recom- 
mend chea^r methods of doing things even though thase methods 
produce mfenor results. These educators have visions of economists 
jwinting out that it would be cheaj>er to tearh .st.ndents in classes of 
, m cla^s of 16, or that money c^n be saved by substituting 
teleyision tapes for live teAchers-without Ixitliering to in vestigate how 
much the students really learn in these different sitiiation.s. Or tliey 
imagine economists estimating that the rate of return to an individual 
on mv^ment m a college education is lower than on other invest- 
ments (a conclusion not supported by any evidence so far) and 
^vising that fewer students be sent to colleg(^without considering 
_ e culture! and spiritual values of education to the individual or the 
benehts of his education to others besides himself. 

The answer is that if economists behave in this irresponsible fash- 
lon-^nd alm^t none of them have— they are not being good econo- 
mists The educators' fears are based largely on misconceptions about 
what economics is, and hence it may be useful to spend a few para- 
graphs considering just what it is that economists may be expected to 
^ntributo to the solution of educational problems if they do their job 

It is not the job of the economist to tell people or nations what they 
ought want. R^ather it is his job to assist theija in making choices 
which will bnng them as close to what they want as possible. It is his 
JO to point out— what should be obvious, but often is not— that their 
resources are never adequate to do all the things they want to do and 
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that they must make choices among altemativo uses of these rasources. 
Ivaw materials and lalxir and rnacliinery and time devoted to one use 
must be taKen away from others. At a given moment mori^of one 
thing generally means less of another. More iii the prestmt genemlly 
meaiLs less in the fyture, Tlio basic function of the economi.-t is to 
siiow ttiose who make tliese decisions wluit alternatives liiev f i-n- uid 
what the consequenres of various clioices seem likely to l>e. lb- <c..uld 
iKunt out which combinations of objtx'tives are not fejusiblo siu the 
.-^t-nse that ihey cannot l>e, atfaine<i siimilfaiuMnisly witli tlie resounces 
iivailaiile) , wnich metluxls of using resources am inetTicier.f i in (lie 
st-nse that the .same objectives can lie attained at a Rmaliei m-j ), and 
what are the comsequoncos of applying varnnis explicitly siw.ified 
criteria of choice to the alternatives tliat remain. 

If a nation 3 representatives are deciding whether to spend a certain 
amount of tax money either on scliools or on HuiXThiglnvays, the 
proper role of the economist is not to express liis own subjective 
preference, but to marshal whrtt evidence he can about the probable 
lonsequences of each choice — to. point out what the immediate and the 
eventual benefits of each seem likely to bo and to whom they will go, 
and to show what the impact on the economy as a whole might be in 
the near and the distant future. It is not obvioms that the Nation’s 
representatives should choose the alternative that maximizes expected 
national income, although this would be one criterion of choice which 
an economist might suggest, but it is clear that the impact on national 
iiireme, among other things, is relevant to an intelligent choice. 

Some educators have the idea that an economist cannot be of any 
help with a problem unless all the elements of the problem are oa.sily 
translatable into money terms. This is not really true. A problem of 
• hoico is usually easier to handle if all the costs and benefits of the 
various alternatives can be made commensurable by expressing them 
some common unit such as money, but this is not always necessary 
ur even useful. If an economist were addressing himself to tiie prob- 
em of how bert to utilize the existing resources of an educational in- 
.^itution, he might not want to introduce the subject of money at all. 

e might just concern himself with the educational output that could 
l)e produced by making use of professors’ and students’ time and of 
buildings in different ways— the output being expressed in test scores 
or in measures of student satisfaction. The main usefulness of an 
eronomist in this kind of situation is that, being in the habit of thinking 
about alternatives and measurable costs and benefits, he may ask the 
and get other people started thinking in these terms, 

The difficulties are much greater when the costs and the benefits 
cannot be measured. Nobody thinks we can measure — in money or 
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in any otlu>r units— (he cultural and spiritual beneiiu of education to 
a person or to a nation. I'hese Inmelits are certainly very great and 
they stiould not l>e ignored just because Uiey cannot lie measured. 
On the other hand, their existence sliould not preclude all objective 
thinking about costs and benefits in education. Many of Uie benefits 
of education ure measurable, at least approximately, in achievement 
tests, expresseai satisfaction, job jverformance, and incoma Almost 
all of the resources used in education are measurable— in nhysicsl 
uiuts and tJieir monetary equivalents f3inc» Uieee resources rfre far 
from unlimited, it certainly makes sense to Uiink about their efficient 
use in achieving tlio measurable benefits of education — as long as the 
measurements are not taken too seriously and the immeasurable bene 
htiiareiiot 

Somewhat arbitrarily, I have divided studies m tlie economui^ 
of higher educaticm into three groups. The first group consists of 
studies of the Nations total investment in education and (he return 
on that investment. The second, discussed somewhat more briefly, 
consists of studies of the supply of, and (iie demand for, educate^! 
persons studies of college enrollment and manpower. The third 
includes research on the financing of education. 

I. Total Investment in Education and the Return on the 

Investment 

Generations of economists, ^ing back at least as far as Adam Smiti^ 
have paid lipeervioe to the importance of education, not only for 
its own sake but as a contribution to economic growth. There are 
a great many motives for getting an education, but clearly, when 
people take resources away from present consumption to devote them 
to training and education that enable them to earn more income in 
the future, they are, whether they plan to or not, making an invest- 
ment in themselvw— one that has many similaritiw to an investment 
in a factory or a machine. 

Until quite recently paying lip service was about all that economists 
did with regard to investment in human beings. In order to sim 
plify the world with which they had to deal, economic theorists 
generally assumed it to be peopled with homogeneous laborers working 
with a hxed technology. Output in such a simplified world could, 
of pourae, grow only as the number of workers grew or as the amount 
of capital or natural resources per worker increased. With tiiis simple 
picture in mind, economists concentrated much of their effort on 
studying the process of physical capital accumulation, neglecting ' 
changes in the skilis and ^owledge of the human agents that work 
with this capital. 
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kegreftabl) — at least for tiie ooonomista— increases in the amount 
of physical capital. |>er worker proved only a partial explanation of 
the fantastic increase in production tliat. actually occurred in the real, 
i -.liiple world in which we live. 


^unie recent hard work on historical statistics for the Unittxl States 
lias made this particularly obvious. Among the most quoUxl statistics 
;m« Uiose brought together by Fabricant, who iiulicates that the total 
|i!.>bjcal uutput of our private domestic economy grew 3.5 pemnit 
[er year between im and 19673 Part of this growth, he found, wai^ 
-. :r abatable to an increase in the siae of Uie labor force, but by no 
::.ean.s all of it, for output per man-hour increased by about 2.0 {>er- 
oMii |ht year m this peritxi. Some of this increased productivity per 
imiii iiour in turn, he concluded, CAn be atinbutetl to iricrease>d capital, 
but not very rnucli of it, for output per ( weighted) unit of capital 
and lalxir combmed grow at a rate of 1.7 percent j>er annum. - 
t)thers have come to similar ooncJusions. Solow, for example, ap 
proachmg the problem somewhat differently, estimateti that only 
alxiut lu percent of the increase in output per man-hour m the |>eriod 
uH was observing (1909-49) could be attributed to increases in the 
amouiu of (»pital.* 


1 failure of physical capita/ accumulation and increases in the 
mirnljer of workers to explain economic grow tli has force<l economista 
Hi i(K>k for other possible explanations, long mentioned, but hitherto 
lAigt'ly iiMglected. They have turned principally in two directions, 
i’icst, they have begun to study the mechanism of technological 
changw^liow improvementa in the methods of production come alwut. 
riie economics of research, invention, and innovation are now the 
Huhjecta of a rapidly burgeoning literature. Secondly, they have 
GcRun to study changes in the quality of the labor force and tlie proce® 
of investment in human beings, especially investment 'in health and 
education. 


The first step toward determining how important investment in 
education is to economic growth is to find some way of measuring 
tl>e amount of such inve^ment. Defining and measuring educational 
investment is every bit as difficult as defining and measuring physical 
inv estment , maybe more so, and a great deal of recent effort has gone 
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into simply finding ways of measuring investment in education in the 
United States and other countries at different pointy in time. Various 
possible approaches to the problem and some of the difficulties are 
elucidated by Bowman and by Eckaus.* 

One difficulty is that while factories and machines are seldom wanted 
for their own sake, apart from the goods they can produces much 
education is con.sulend desirable in itadf, as a contribution to the 
gocHl life rather than as a means to future income, hMucation is 
partly investment and partly consumption, and it is very difficult to 
separate the two. It is .so difficult that many eoonomLsts have decidenl 
to ignore the problem and treat all e<lucation os though it were 
in\'estmcht. 

The simplast way of measuring this investment in education in a 
given year is to add up the numlier of years of schooling acquiro<] 
by the |x>pulation in the jx'riod. This, however, is nearly as imsatLs- 
factory as measuring physical capital investment in numbers of ma- 
chines. It makes nliout as much sense to e<]uate a year in second 
grade with a year of advanced chemical engineering as it does to 
equate a small latlie with a turbine generator. The school years, 
like the maihinos, have to lie weightwl in some way if comparisons 
lietween different times and places an> to have any meaning at all. 

One way to weight them is in terms of their costs— a procedure 
often used in measuring physical capital. The costs used may be 
either costs of prcxluction or costs of reprxduction ; that is, a unit 
of schooling acquired in a past, year can lie valued either in terms of 
the resources actually devoted to its production in that year or In 
terms of the resources that would have to be devoted to replacing it 
with an equivalent unit in the present. 

Another distinct, i>ossibility is to focus on the yield of fJie education, 
valuing a unit of schooling either in terms of its expected contribu- 
tion to productive activity at the time it was acquired (its capitalized 
expwted earnings) or in terms of the expect^ contribution of an 
equivalent unit in the present 

Schultz has taken the cost of production approach in making esti- 
mates of gross investment in education in the United States in the 
period 1900 - 66 .* He limits his attenUon to formal schooling at the 
elementary, secondary, and X5ollege or university level. His estimates 
include both the direct cost of educaUon (outlays for teachers’ sal- 
aries, books, equipment, maintenance of buildings, etc.) and the indi- 
rect cost of the earnings forgone by students who would have been 
working if they had not been studying. The main outlines of the pic- 
ture emerging are that since 1900 , gross investment in education has 

• lUry Jean Bownan, and B. 8. Bckaai. eitf. 6 and 8 of this pnbllcatloo 
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-T. P«rt of total investaient in llie Unit«) 

. tat<^ and that it noon ,froa'ing raiiidl.v relative to gro® pliysical 
mvretment nstng ftont 9 pv.reet,t to :» peree,„t of grots pltyaic, 
mve^iept botweeo IW, end 19i6.- Alao i„™„.„ forgot l,y Ludant., 
. 5 wen an increasingly important pan of total educational inven- 

"!h 'r ^ bocauee enmlltnem has gn,„„ faster at the high school 
and iOjJegiB levels tJian in ekunentarv si'hc-ols. 

Sonie rehnejnejits of tJiis ginieral approach are siig^x^tc^ bv Bliu’ 

.a value of die fr« 9ervux« rendenMi to tAs-oxempt educational insti- 
tutions bj btate and lo<ml goveninionta-^uch s*^rvices being a.ssuniod to 
Ixj roughly equal to the estimated value of the projiert v and sales taxes 
which th^ institutions would have ,>aid if not ejceiniit. BlitE ab^ 
HMeves, t at bchulU estimates of uuNime forgone by- college students 
are U>o low since they are bastnJ on the average earnings of 'rollegnvage 
..r ere actually in the labor W Ccollege «ude.u"with theTr g^ 

. 1 } bu^nor ^ihty could pri^sumably eani more than this on^he 
Hvenigm 1 tiiey dec-ided to quit school in s^reh of ,>e,rnianent full-time 
j .a. lu offers some alternative t^imatw. Schulte:, incidentally 
has iKunted Out that his own eaimatc« of eaniiiigre forgxme may ali>’ 

duLTh oaniings of students 

w hi lo they ar^n college ( income not forgi>ne ) .• 

There has been some oonfmsion ovex die question of whether food 

and main^ance of students diould be included in the resources de- 

>ixed to educ^ioin Clark and Sobkov estimated die total cost of 

educiation .in the Imited States in U)6ft-h7, including on-die-job and 

adult ^ucation, as I}i59 billion, or 17 percent of the national Lorna* 

^ ^ startling total consisted of an estimate 

cadi) of the mn^um cost of feeding,, clothing, and sheltering the 

more than 40 million students enrolled in the tegular school system 

from kindergarten to college. ^ That cost, however, is not proiye'rlv a 

i^t of education. It ls simply a cost of having tliase young people in 

or not. On the other hand, the contri butioii to national income which 
the^ young people would have made if they had been working instead 
Of studying M a proper cost of education. It is a real cost, not only 
to the students but to the economy, which is deprived of a certain 
amount of production (roughly measured by the students’ forgone 
earnings) i f part of the potential labor force is in school. 

• Ibid., p. ata. 

» Rudolph C. BlltE. ch. 10 of thU publteattOD. 

•For ooiDC other dlocuMlou* of Schulti' eetimatea r a tk i. .... 

Bof thli puhllMUoa eotimate., ae« R. s. Eckau., ch. 8 and appL 

procetaed. UbleC. oBdated (about 1»M). College. Columbia Dnlreralty. 
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It is a real cost to the economy which should be considered in 
deciding whether it would be economically advantageous to increa«> 
the number of young people going to school. The only question is 
how this forgone income should be measured. As we have seen, 
Schultz and Blitz take as their measure the income that an average 
person with the characteristice of a student can pr^ently cam if 
he is not in ^hool (although they differ in their estimates of this 
income), multiplied by the number of students. This approach will- 
yield a valid enough approximation if there is little unemployment 
and if one is concerned with measuring the amount of m onal 
investment involved in small or gradual changes in the number of 
studenta. It Ls not valid if there is substantial unemployment or 
if one is concerned only with large qr rapid changes. If* half our 
present college population suddenly left college, for example, na- 
tional income would not incr^Ls© by anything like as much as the 
Schultz or Blitz estimates of income forgone by th<«e students. Many 
of them would be unemployed and would be absorbed by the economy 
only slowly and at lower rates of pay than now commanded by 
pe.rsons in the same age group. ^ 

To go hack to Clark and Sobkov, another reason why their esti- 
mate of the total of education is so high is that they include 
not only tliD costs of formal education in schools and collegwi, but 
the costs of other types of education — businw® and industry coursfs? 
for employees, study in organized grou|» (extension, adult educa- 
tion, labor union and club courses, etc.), and ^steniatic i»lf-edu- 
cation” (correspondence courts and the like). Clark and Sobkov 
stress the unreliability of their statistics conceming these other kinds 
of education, but their study at least directs attention to the fart 
that much educational activity goes on outside the regular scliool 
and college syirfem and to our need to know more about these activities. 

One should not leave this subject without mentioning that parallel 
efforts to measure the resources devoted to education are going on 
in other countri^ b^des the United States. In estimating educa- 
tional investment in the United .Kingdom for 1953, Wiles attempted 
to include the costs of industrial apprenticeships and of adult edu- 
cati<m.‘* Hiif study was followed by a thorough attempt by Vaizey 
to piece tegether estimatee of toto l expenditures on education in the 
United Kindgom in the years M6-55.« Vaizey has also attempted 
some tentative international OMnparisons in a document prepared 
for the Organization for European Economic Cooperatiem.** 
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^>0 f&r W8 hftT8 b86n tAlkin^ &bout Rt^siptfi to insASure the pxws 
iiivestjnent in cdncation or (he value of new education acquired in 
ft given year. There have also been attempta to meaeure n^t invest- 
ment, or additions to the ^ock of education, minus depletions of 
that stock in a given year, and to measure the stock itaelf. There 
are some difficult problems here, just as there are in measuring the 
sfwk (or net additions to the stock) of physical capital. Among 
other things it is neoeasary to distinguiali between the stock of e3u 
I at ion embodied in the labor fproe, which might Iv called the aclire 
'J<'ck,, and the (^ocic of education embodied in the whole population 
or (he population of working age, f^e of which is not actirely 
m use. 

Schultz maktvs a start by simply aggregating the number of years 
of education embodied in the labor force at. different points in time, 
adjitsting for changes in the length of the school ye^r.« (He makes 
similar computation for the population orer 14.) He evaluates 
different stocks in terms of the cost of reproducing them in 1956 
prices. The differences between these estimates for successive years 
would yield estimate! of net investn^nt in education in the follow- 
ing sense: the ccei of education of new entrants to the labor forces 
minus the cost of the education of those dying or leaving tJie lalmr 
forve. This is the sense irt which Wil«! computes net investment 
in education in the United Kindgom.’* 
iSchultz and Wiles do not allow for depreciation of human capital. 
They treat a man’s education as having a con»^nt value over his 
! lifetime, a value which drops suddMily to zero when he dice or 
leaves the labor fore©. Physical capiUl, however, is generally treated 
aa though if were used up, not all at once, but gradually over its 
lifetime, ita value falling to zero over a period of time. Human 
capital to be treated in the same way if meaningful comparisons 
are to be nlade, eiUier over time or with physical capital. Clearly 
(he same number of completed school yeare is more valuable if 
embodied in a relatively young labor force than if embodied in a 
relatively old labor fohse, since the ytxing labor fdroe will be produc- 
ing for a longer time in the future— a point that Schulu recognizes, 
but does n(A adjust for. Moreover, educational capital, like physical 
capital, not only depreuiat4ss, it obeolesoee. Some would qu^on 
whether the quality of location has risen over time, but few would 
deny that reoently acquired knowledge is most appH»ble to current 
probl^ns and procedures. 
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Hansen computes the value of the stock of education in the United 
States at the college level in 1949 — applying Schultz’ cost of produc- 
tion estimates to the college education held by each ago group and 
then allowing for straight-line depreciation (but not for obsoles- 
cence) d* 

One way of avoiding the depreciation problem (and acquiring 
some others) is to abandon the cost of-production approach alto- 
gether and to estimate tlie value of the stock of educational capital 
on the basis of its expected future yields, discounted at somD appro- 
priate interest rate. The value of a given amount of education em- 
bodied in a young man in this type of computation is high because it 
is expected to yield an income over a long period, while the value of 
the same education embodied in an older man is less, since much of 
the income yield is a thing of the past. There are at least tliree diffi- 
culties, however: (1) The only measure we have of the yi(jld of edu- 
cation is the average ditference in income between jjersons with 
different amounts of schooling. This may not be a very good measure, 
because amount of education is closely related to ability and to other 
things that affect incomes. (2) One cannot predict future incomes 
according to education with much confidence and must generally relf 
on cross-sectional distributions of income by age and education at a 
given moment (3) The results depend heavily on the discount rate 
chosen. 

Renshaw has made some rough calculations of the present value of 
the educational capital embodied in the labor force by this method 
and finds that they do not differ drastically from Schultz’ cost-of- 
production estimates.*” 

Along the same lines a recent paper by Weisbrod suggests some 
interesting comparisons between regions on the basis of the value of 
their human capital.*^ He makes tlie point that for some purposes 
the value of human capital in different regions as measured by ex- 
pected future income is a better gage of economic well-being than i.s 
current income. A region with a high proportion of young people 
may have a comparatively low per capita income, esi>ecially if a large 
proportion of the young are enroll^ in school and college, but it 
may have much better income prospects than a region with an older 
population, a higher proportion of which is in the labor force. 
Weisbrod cmnputes expected income per capita for four cities on 
the assumption that income, survival rates, and labor-force partici- 
pation rate s by age remain constant. He does not explicitly intro- 
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duce education into his computations, although this would be a logical 
improvement and might yield some interesting suggestions about the 
incentives for interregional migration by people at different age and 
education levels. 

Although the “expected income” approach has not been employed 
very much in estimating the total value of educational stock in being, 
it has frequently been used in computing the value of a specihc 
amount of education to an individual planning to undertake it. Sev- 
eral years ago Glick and Miller wrote an article in which they esti- 
, mated the lifetime incomes of persons with varying amounts of edu- 
cation, based on average (mean) income by age and education in 
1949.** They were not the first to look into this question. Walsh, 
for example, had written an article in 1986 4n which he estimated 
lifetime incomes by education, including specific types of professional 
education, from an assortment of cross-sectional age-income studies.** 
'file Glick and Miller study, however, received a great deal of atten- 
tion and set off a chain reaction of other related work. The most 
quoted figure from the Glick and Miller article was their estimate 
that the lifetime income of the average male college graduate was 
about $100,000 more than that of the average male who never went 
beyond high school. X^espite the explicit objections of Glick and 
Miller to this interpretation, $100,000 was widely referred to as “the 
value of a college education.” 

Some of the arguments against this interpretation were stressed 
by others. Houthakker, for example, pointed out that estimates of 
(he Glick and Miller type were based on income before taxes and 
that no attempt had been made to discount future incomes back to the 
time at which the decision to acquire the education was made.*® A 
dollar now is clearly more valuable than a dollar 10 years from now, 
and the rate at which the future income is discounted is important. 
The income of college graduates is more heavily concentrated in the 
later years of life than is^the income of high-school graduates, so 
that the college graduate’s ^vantage dwindles as the rate at which 
the future is discounted goes up. This is very clearly showfl in ' 
Houthakker’s illustrative computations. 

Bridgman focused on another difeculty : the fact that college grad- 
UHtes have higher average ability than high-school graduates.** This, 
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wupled With fragmentary evidence that, persons with more ability 
have lar^r incomes even when they do not have more education, 
would indicate that part, of the “value of a college education” is just 
the value of l>emg more intelligent. Rridgman also emphasitod the 

very wide dispersion in the incomes of both higlvschool and college 
graduates. ^ 

matever the interpretation of the differentials between college and 
high-school graduates’ lifetime incomes, it would be interesting to 
know whether they have been widening or narrowing over time. The 
number, of college graduates has been increasing so fast that one 
might Qxpect their relative advantage over high-school graduates to 
have declined. According to a recent article by Miller, however, there 
IS no evidence of such a decline since 1939.“ In fact, after adjustment 
for price changes, the ratio of average lifetime income of college grad- 
uates to that of high-school graduates (as shown by cross-sectional 

data for 1939, 1946, 1949, 1956, and 1968) has been very nearly constant 
between 1.5 and 1.7.“ 


Renshaw “ suggests that there may have been a substantial fall in 
the lifetime-income advantage of college graduates between 1926 and 
1939, but the reliability of the data for 1926 is open to question. 

The mam reason for wanting to know the “value” of a higher 
education is to compare this value with the cost, in order to see whether 
ugher education is a profitable financial investment. Another way of 
oo mg at the same problem is to compute the rate of return obtaineil 
on the cost of a higher education and compare this with rates obtained 
on alternative investments. 

The profitability of higher education can «be looked at from the 
point of view of the individual or from the point of view of society 
as a whole. The individual, presumably, is interested in the relation 
b^ween the expected increase in his own income if he invests in higher 
education and the cost of that education to himself. This, among other 
considerations, is relevant to his choice of career. 

Walsh, and Friedman and Kuznets, looked into the profitability of 
^rious types of higher education from the point of view of the in- 
diyidual-the average individual, that is. Walsh found the average 
value of a allege education, as well as of legal and business school 
training, to be considerably greater than the cost to the average recipi- 
dht (discounting at 4 percent).** Friedman and Kuznets, though 
critical of some of Walsh’s procedures, supported his general con- 
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elusions.** They were principally interested in explaining the ex- 
isting income differentials between professional and other workers 
and among tlie various professions. They came to the conclusion 
that training costs alone explained only part of these diflferentiala 
For example, they estimated that in order to earn a reasonable return 
(4 i>ercent) on the average direct and indirect cost of the additional 
training required to enter m^icine, the average physician would have 
to have an annual income 17 percent higher than the average dentist.* *' 
In fact, the average income of physicians seemed to be about 32 percent 
higher than that of dentists in the period they were examining, indicat- 
ing that the average physician was receiving a good deal more than 
a 4-percent return on the costs of his training. 

More recent and more c<unplete evidence on rates of return in the 
professions and their implications for career choice is being examined 
by Hansen.** 

A thorough review of the evidence on rates of return on investment 
in higher education has been'^ undertaken by Becker at the National 
Bureau of Economic Research.** Becker is not much concerned with 
the rate of return to individuals on the costs to them, although he does 
compute such rates. After adjustments for differences in color, abil- 
ity, unemployment, and certain other factors — adjustments not made 
by Walsh or by Friedman and Kuznets— Becker estimate® that the 
mean lifetime income advantage (after taxes) of college graduates 
over high-school graduates, as computed from age-income data for 
1940, represented about a 12.6-percent return on the average private 
costs of college attendance. This estimate is for urban white males 
only, the returns for other population groups being apparently some- 
what lower. By 1950, the private rate of return seems to have dropped 
to about 10 percent largely because of increases in the income tax. 

These returns seem high enough to encourage a considerable increase 
in college going, but as Becker points out they are not really relevant 
to the question he wants to answer : Could national income be increased 
by changing our level of investment in higher education ? To answer 
this question one needs to know what rate of return society as a whole 
is getting on the r^urcee devoted to higher education and how this 
compares with rates of return obtained on resources devoted to other 
types of inve^ment. The social return on education will differ from 
tlw private return for two reasons: (1) because not all the costs of 
higher education are borne by the individual, and (2) because not all 
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the income produced by the education accrue to the individual who 
obtains it. 

The fir^ point is easier to cope with than the ^cond, since reason- 
ably good estimate can be made of the t<^l r^ourc^ going into 
higher education. On the second px>int, one cwnponent of the social 
r^im on educational inve^ment is the inccmie tax paid by an indi- 
vidual on additional income attributable to his education. Other com 
ponents, such as the spillover effects on the incomes of other p>eople, I 
are not so easy to measure, and Becker does not attempt to measuie 
them. He simply computes the rate of return that equates the average 
total cost of «}lle^ education per student with the value of the average 
difference in lifetime in<xMnes of high-school and college graduates be- 
fore taxes (after adjustments for ability and other differences). 
Becker estimates that for uihan white males, this rate was about 9 
percent both in 1940 and in 1950 , and that for other population 
groups it was probably lower. The 9 percent does not seem very high 
when wmpared with Becker’s estimate of an average rate of return 
on busine® capital of about 8 p)ercent. Becker concludes that, if his 
imputations are substantially correct, perK)ns who argue that incrws- 
ing invtetment in higher education relative to other inv^tment will 
enhance economic growth will have to show that this increased educa- 
tional investment is likely to contribute to raising national income 
through effects on the incxunes of others than those educated. 

Even though Becker’s full study has not yet been published, it has 
a re^y aroused considerable ^discussion. The discussion centers on 
the implications for economic growth of his oomj>arisons between rates 
of return on educational investment and rates of return on business 
inve^ment. Becker has been criticized — piertiap^ ^mewhat unfairly, 
since he explicitly limits himself to consideration of direct returns — 
for neglecting the indirect economic benefits of educational invert- 
ment. If investment in the education of individuals raises, not. just 
their income, but the whole income distribution— through its effects on 
research and development or through other indirect means — then the 
total rate of return on education wUl be higher than the private return 
measured by Becker. Attention has also been called to Becker’s omis- 
sion of the fact that education is desired as a public and private con- 
sumpition good for its own sake, not just as an investment in future 
income. If a part of the r^urces devoted to education is intended as 
consumption, then the rate of return on that part which is intended 
as investmmit is higher than the rate of return on the total.*® 

In this connection, Deni»n has pointed out that whether the persons 
spiending for edu(»tion think of themselves as consuming or investing 
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is not as impwrtAnt as whether these resources would have been used 
for consumption or investment if they had not been spe-Dt on education. 
I* amilies tbat reduce their consumption in order to pay for education 
might n<^ do so to make other types of inv^ment even at a- higher 
return; and the taxes that support public spending for education re* 
(luce consumption as well as investment Hence, additional investment 
m education may make a p<»itive net contribution to economic growth 
even if the r^e of return on this, education is considerably lower than 
that on business investment." 

On somewhat more technioil grounds, Becker’s juxtap>oeition of 
different types of rates of return has been questioned. Hansen points 
out that Becker averages the return on the stock of busing capital 
(current income expressed as a percentage of the value of existing 
btisineffl capital) and compares it with an internal rate of return on 
education (the rate that ^uates the present value of expected income 
from education with its cx>^). According to Hansen’s computations, 
the average rate of return on the stock of educational capital is con- 
siderably higher than the comparable rate of return on capital in 
manufacturing,” 

It should be noted that even if one could compute comparable rates 
of return in education and in business for the recont past, one would 
have to be cautious in their interpretation, not only for the reasons 
already stated, but also bwause the education “industry” is not com- 
poMd of ptofit-maximizing firms. When one compares rates of return 
m two segments of the business sector to see *^hich one seems to be 
more profitable, cme is assuming that the firms in the industry are 
already exploiting the most profitable opportunities since they are 
forced to do so by the necessity of comp^ing with each other in the 
marketplace. This sumption is dubious, even in manufacturing, and 
it is much more so in educmtion. Heavily subsidized educational insti- 
tutions are not foiced to compete with each other to increase the 
wonomio benefits passed on to the student. They may be miMing 
opportuntiee on whicih the rates of return are high. 

Taking quite a differmt approach, Denison has attempted to meas- 
ure the role of education in economic growth in the United States 
from 1929-67 and its pebble role in future growth." In a series of 
computations too <X)mplicated to describe here, he usee adjusted incsome 
differentials between education grouiw in 1949 to convert changes in 
the amount of fonnal education embodied in the labor force into 
changes in the size of the labor force that are estimated to have tlm 
same impact on output. He assumes that a pven percentage cdiange 
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in the size of the labor force and in the 4^alue of capitiil produces a 
cx)nstant percentage change in output throughout the period^what the 
economists call constant returns to scale. On these assumptions he 
attributes over a fifth of the 2.9-percent average annual growth rate in 
the period 1929-57 to increases in the quality of the labor force as- 
sociated with more formal education. He also indicates that piwpects 
for further contributions from education to raising the growth rate 
in the future, while by no moans negligible, are less spectacular than 
in the past, on atx'onnt of the high level of e^ducation already achieved. 

Before leaving the subject of human capital, we should mention 
other studies that have looked at somewhat the same information from 
the opposite {>oint of view—namely, studies that attempt to explain 
features of the income dist ribution on the basis of differencee in educa- 
tion (generally assuming constant returns to educational investment). 
In a theoretical art icle, Mincer has shown that, on some quite plausible 
assumptions, the fact that different occupations require different 
amounts of training can be used to explain the well-known Iwt mys- 
teriously unsymmetrical shape of the distribution of personal income.** 

Others have looked at education as an explanation of income differ- 
ences lietween particular grou|)s. Zeman, for example, found that 
differences in education went a long way toward **explaining” (in the 
stati.stical sense) the differences in income between white and non- 
whites in the United States.** Friedman and Kuzneta’ efforts to 
explain differences in income between different^bfessionson the basis 
of education have already l>een mentioned. A recent article by Keat 
focuses on the narrowing of wage differentials between skilM and 
unskilled workers which has occurred in this century and the possible 
lole of education in explaining this phenomenon.** Keat indicates that 
the costs associated with apprenticeship to a skilled trade (mainly 
income forgone) are lower than they used to be, presumably because 
much of the training formerly given to apprentices is now acquired by 
almost everyone in school. If rates of return on these apprenticeship 
costs had been constant, one would have expected the differentials in 
later-life income between skilled and unskilled workers to have nar- 
rowed over time, which is exactly what has happened. 

All this adds up to no more than a good start on a very difficult 
set of problems. After y«^rs of neglecting the obvious, economists 
have finally “discovered” investment in human beings. They have 
begun to think of the resources devoted to education as, at least in 
part, a type of investment, to be considered alongside c^her types of 
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investment as & menns of achieving economic growth. They have 
l>egun to look for^<vays of measuring this investment in education at 
.’ost and for way^of e.st iinating its yield * 

A great deal remains to be done. Much of it will be grubby, 
unglamorous work — digging out statistics and making estimates of 
gross and net investment in exlucation and the value of the educational 
stw-k in the United States and other countries for a sufficient number 
of years to permit some real analysis. Very hani work will also 
have to go into obtaining better meAsures of the economic benefits 
of education both to the individual who gets it,and to society as a 
whole. Estimating private returns is the easJbr problem, but we 
must have much better information on earnings according to tyf>e 
of education, ability, and other complicating factors before we can 
have much confidence even in these estimates. Itstimating social re- 
turns is much harder and it will probably never l)e possible to do it 
very satisfactorily. Nevertheless the social returns must not lie for- 
gotten and an effort, must be made to identify them and to find at 
least approximative ways of estimating their magnitude. This is 
absolutely necessary if economists want to give any ^idapce to policy 
makers on desirable levels of national investment in education. 

II. Supply and Demand Problema: Students and Trained 

Manpower 

The first question which those who make decisions aboiit education 
generally want answered is: How many students do we have to plan 
for? What will enrollment be 5 or 10 years from now? Perhaps 
l)ecau8e college enrollment has grown rapidly and fairly steadily for 
a good many years, educators have come to think of it as having an 
inexorable trend of its own with which tliey have to cope, rather than 
as something under their control. They have clamored for enroll- 
ment projections on which to ba.se their future plans, and the Office 
of EJducation and others have attempted to produce such projections. 
The usual method has been to estimafte enrollment ratios (college 
enrollment as a percentage of the population in the college age group, 
sometimes broken down by sex) for the recent past, to fit a trend to 
these ratios and project it into the future, and then apply the pro- 
jected ratios to estimates of the college-age population in future 
years,*^ 

Such trend projections can be useful if they are not taken too seri- 
ously, but several things about them should be rwnembered. One is 
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that (he (emiency of ydMng people to go to college is influenced by 
their family income, their parents’ education, their esUmatee of job ‘ 
opportunities, and so. forth, not just by the march of time. Project 
mg a time trejid in enrollment is therefore a substitute for trying to 

estimate the effect of changes in these other variables. Furthermore, ^ 

enrollment projections cannot be very useful to decision makers until 
they are broken down into different types of enrollment (full time 
and part time, graduate and undergraduate, etc.). A beginning has 
been matle toward recognition of variables in projections of enroll- 
ment., &s illustrated by (^onger’s estimates in chapter 1 of (hi« 
publication. 

Finally, and most important, enrollment itself depends on the 
policies adopted by educational institutions, particularly as to the 
level of tuition, the availability of scholarships and loans, the distri 
bution of college facilities, and the type of education offered. When 
wucators ask, “What is enrollment going to bef” they are really ask- 
ing the wrong question. The right questions are. “What would 
enrollment be if certain policies were adopted!” and “What policiw 
should be chosen in onler to obtain the size and quality of college 
enrollment the Nation needs!” 

Much effort has gone into studies of college going among high 
school giaduates m recent years, directed at finding out how many 
able students do not go on to rollego and why they do not** In gen- 
eral, these studies have shown that the probability of a students 
going to college is strongly related to his ability, his sex, and his par- 
ents education or occupation. The nearness of a college also seems 
to exert a positive influence. These studies have not yielded much 
irect evidence on the influence of financial factors on colleg« attend- 
ance, since little infonnation has been collected on the income and 
assets of the students’ parents or on how the college costs of the 
students that attend are financed. 

A few suiweys have been made of parents. One was directed at 
tmding out how many parents expect their children to go to college, 
how mu^ they think it will cost, and what plana they are making 
to pay the costs.** Another focused on the costs incurred by students 
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actually or recently in college, the incem^ of their families, and the 
ways in which the expense were paid.*® 

These studies of college going, although numerous, have been of 
limited usefulness because most of the samples have been too small 
to support statistical analysis of several variables at once, and no one 
study has collected information both from the students and from 
their familiw.*^ Hence we are still a long way from being able to 
estimate the separate effects of ability, achievement, family resources, 
nearneffl of a college, costs of different kinds of colleges, and so forth, 
on the probability tliat a student will apply for college entrance, and 
from being able to use these estimates to make projections of what 
enrollment might amount to if certain policies were adopted. In other 
words, we have not succeeded in making useful estimates of what 
economists would call “the demand for college education.” 

We have been talking about tlie market ^or college education — a 
market in which potential students furnish the demand and colleges 
and universities furnish tlie supply. Wlien the students complete 
(heir education most of them move on into a new market — the market 
for labor services — in which they are among the suppliers. A good 
deal has been written in recent years about “shortages” and “sur- 
pluses” in this market., not all of it enlightening. 

Harris published a book in 1949 in which he predicted that by the 
end of the 1960’s, there would be a sultan tial “surplus” of college 
graduates.** By this he meant that large numbers of college graduates 
would be seeking profe^ional and executive jobs, would be unable to 
fuid them, and would have to settle for lower status jobs in which they 
would be underutilixed and dissatisfiecL Harris estimated that 70 
percent of all employed college graduates in 1940 were in professional 
occupations. He assumed that 70 percent of future graduates would 
continue to seek profe^ional employment. If they were forced into 
other occupations by lack of professional openings, they would con- 
stitute a “surplus.” 

Harris was right in predicting that as the number of college grad- 
uates increased, the proportion going into the professions would 
decline — a trend already discernible at the time he wrote. But there 
is no evidence that many of the college graduates now going into otlier 
occupations are disappointed seekers of professional jobs. What Har- 
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ris did not foresee was the growing aeceptAnce of coHege as prepara- 
tion for a wulo variety of occupations outside the professions and 
the accompanying shift in college curriculums toward preparation 
for these occupations— witness tUe growth of business education at the 
college level. 

Even if college-trainwi persons in jobs outside the professions are 
not manifestly dissatisfied, one might question whether their, educa- 
tion is lx>ing fully utilized. This suggests the possibility of trying 
to measure the amount of (xlucation required to operate the roonomy 
at its present level and comparing that amount with the education 
actually emlxKiied in the lal>or force — a problem to which E-ckaug 
addrosf^ himself.** 

Predictions of “surpluses” have been much less frequent in recent 
years than predictions of “shortages”— particularly predictions of 
sliortages in particular profe^»kifi.s such aa teaching, medicine, and 
engineering. “Shortage” is an ambiguous term and has been used 
in several different senses, often without adequate definition.** 

By a “shortage” of a*r>»rticular type of manpower, an economist 
usually means a situation in which the demand for this type of spe- 
cialist at current wages has suddenly increased so that some jobs afe 
going unfilled. Unless there are wage controls or other restrictions 
imposed on the market, this situation will not persist for long. The 
firms or clients to whom these speciali^s are most valuable will bid 
them away from others and/or induce more of them to enter the labor 
market by offering higher wages. Firms or clients to whom it would 
not be profitable to pay the higher wages will have to reorganire their 
activities so as to use less of these specialists’ services. To find a short- 
age in the economist’s sejise, one would look to see whether there were 
large numbers of positions open at current salaries which could not 
be filled, and then one would inquire what kinds of artificial restriction 
or market stickiness were preventing the pay from rising and elimi- 
nating the “shortage” by attracting a larger supply of specialists and 
allocating them to activities in which they were most valuable. 

The word “shortage,” however, frequently appears in the literature 
in quite a different sense, meaning a situation in which there are fewer 
of a particular type of specialist than the person alleging that a short- 
age exists thinks there ought to be. By “teacher shortage,” for 
example, most people do not mean that there are many unfilled posi- 
tions at current salaries, but that the p<»itions are filM with persons 
who are not as qualified as they should be or who are teaching a larger 
number of students than is pedagogically durable. Those who pre- 
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diet future shortages in particular professions us\ially mean that if 
present rates of entry into the profession continue, there will not t>e 
as many doctors p>er thousand population or as many college profes- 
wrs per thousand students as they believe tliere aliould be.** This 
meaning of “shortage” should be carefully distinguished from the 
u.siial economist 8 meaning because tlie remedy font is (^uite different. 
This “shortage” will not disappear if tlie market mechanism is al- 
lowed to operate freely. That mechanism may l>e oj>erating very well 
indeed. The “shortage will only diminish if tiio demand for the 
(••fiecialists increases enough to bring about an increase in their pay and 
to call forth an increased supply. The “teacher shortage” will be 
abated only if society decides to devote more resources to hiring 
tearhers, and whether or not it will do this depends on how it values 
tlii.s use against other uses of the same resources.** 

Tlie Word “shortage ' has been used in a third sense, indicating any 
.'Situation in which the wages of a particular group are rising, that 
a given sum of money does not purchase as grret a volume of their 
servioes as it used to. This is a rather unfortunate use of the worth 
but a few economists have adopted it, Dlank and St igler, for example, 
defined a shortage as a situation in which the “numl^er of workers 
available [the supply] increases less rapidly than the mimlter de- 
manded at the salaries paid in thf! recent past^ [their italic], and 
hence salaries are rising.* *' Applying this slandanl, Plank and 
St igler found that there had been no “sliortage” of engineers in the 
period 1929-M. In fact, engineers’ salaries had declined relative to 
th(^ of all workers and to those of some other professions. However, 
Hansen has reexamined this and more remit evidence and he indicate.s, 
among other things, that A sul^antial Blank and Stigler type “short- 
age” of engineers, especially those Anting in their profession, did 
develop between 1953 and 1958.** 

The reason the Blank and Stigler use of the term “shortage” seems 
unfortunate is that “shortage” is definitely a piejorative word. If 
one alleges that there is a “shortage” of something, one is implying tiiat 
there is some misallocation of rMouroea, which should be corrected. 
But a rise in wage® is no evidence of that. Indeed, it is through 
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changies in wa^fes and prices that a free market operates to insure 
optimum resource allocation. 

Here again, economusts have just made a start on some very difficult 
probloma. They have begun, belatedly, to apply the useful tools of 
supply and demand to the market for college educatiops and the mar- 
ket for college-educated people. But a great deal more work needs 
to 1)6 done before we can gain much understanding of how the« two 
markets work or of the interrelations b^ween thejn, and before we 
can use this understanding accurately to predict the effect of policy 
changes on the numl>crs of |)ersons seeking higher educations or tlie 
job opportunities that will confront them. 

III. Financing of Higher Edacation 

American higher wlucalion is financed in an extremely complicated 
fashion. Anyone who is not already impressed by this should try 
explaining it to a foreigner. Our system, if it can be described as a 
“sy’Bfem,” consists of nearly 2,000 institutions of widely different types, 
supported by various combinations of studexit fe<», gifts and grants 
from private sources, and subventions from at least three levels of 
government Ideally, economists would like to be able to provide 
answers to two sets of questions— questions about how the present 
system works and questions about tlie probable advantage* and dis- 
advantages of sliifting to different methods in the future;. 

Even the first set of questions is hard to answer. The main aouroe 
of information on where the money for higher education comes from 
and how it is spent is the Office of Education’s Buwual Survey of 
SducaHon, This provides some facta about the amounts obtained by 
higher educational institutions from different sources (student fee^ 
Federal payments for research, State governments, etc.) and the broad 
categories of expenditure to which the funds are devoted (instruction, 
organixed research, libraries, etc.). Although the categories are 
broad and may not be consistently interpreted in different years by 
different institutions, the Biennial Survey data provide a useful start- 
ing pomt for studying higher educational finance, and it is surpri^ 
that they have not been analyxed more thoroughly than they have. 

For example, the Biennial Survey data have received only limited 
examination on a State-by-SUte basis. In 1952 the Council of State 
Governments published a useful volunoe, based primarily on the 
Biennial Survey, giving State statics on income and expenditures 
of educational institotiona, by aomres of funds and type of insti- 
tution, as well as information on enrollments, migration of students, 
and oth» subjects. Unfortunately, the last year ooraiad by th— 1 > 
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1950 uid no ittempt has bc«jn made to keep Uicm up to 
date.** . 

borne State* by 'State comparisons were made by Hungate, using 
1951-r52 data,** He produced tables showing State mnkings in ex- 
jjenditures for residejit instruction i)er full tune e<}Ui valent student 
and per college-age [>ereon in the State i>opuiation and in ndation to 
Stale income. He also studied the financial implications of student 
inigiation^ indicating which States were ''deficit ’ States — in the si'nse 
Uiat they spent less on the education of out-of-State students than 
other States s}^ent on the e<lucation of the students fmm def.cit Stales, 
A more detail^ study of higher education expenditures and sources 
of income by States (1957-^8) was made by Miwhkin and Mcl^wne 
for 16 States.** They separated out amounts spei^^by higher e<luca- 
tional institutions in actually educating students (as contrasted with 
other activities) and compareil the St .tea with regard to the amount 
of such expenditures per college age person in the State and i>er 
full-time equivalent studenL They examined the sources of such 
funds in the different States and noted especially the extent to which 
students and their famijies contributed tlmmgh tuition payments and 
tlie amount of tAX support. They include<i some information on the 
ta,x support of private institutions and State scholarsliip aid to stu- 
dents, and related both the tax support and the private contributions 
in the 16 States to per capita personal income. 

Thia kind of Irnsic statistical analj-sis of public and private efforts 
to finance highex education in relation to needs amd resourc<« is use- 
ful and ought to be available fOr all States on a regular basis. 

The role of the Federal Cioveniment in financing higher education 
has recently attracted particular attention, and considerable re^anrh 
effort has been devoted to studying Federal programs that affect 
higher education and in trying to establish what their impact has 
been. The American Assembly held a session on “The Federal (jov- 
emment and Higher Education” in 1960 and publialied a volume of 
Imckg^und papers giving a brief history of tlie Federal programs 
and discussing some of the issues they raise.® 

Tlie Carnegie Foundation for the Advancement of Teaching is 
currently supporting a study on the relationships of the Federal 
(jovemment with higher education, directed by Reuben Gross. About 
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20 representative institutions are participating in the study, providing 
information on the amount and type 'of Government support they 
receive according to department, the extent to which their faculty 
memlwrs are involved in federally financed programs, the criteria 
used in accepting or rejecting Government money, and other subjects. 
A report on this study is expected in 1962. 

The U.S. Office of Education is also engaged in a review of Federal 
programs, with J. Kenneth Little of the University of Wisconsin in 
charge of the review. Under this program the Office is supporting 
a study by Harold Orlans at the Brookings Institution on the impact 
on higher education of Federal activiti^ As in the Carnegie Foun- 
dation study, information is being collected from a group of repre- 
sentative colleges and universities. The emphasis is on ways in which 
Federal activities have affected the quality of education, especially 
the teaching of undergraduates, and the extent to which greater use 
could be made of colle^i^ and universities that are not now participat- 
ing to any great extent in Federal programs. 

Two other general studies of the Federal Government and its rela- 
tions to higher education have recently been completed ; one by Homer 
D. Babbidge, Jr., and Robert Rosenzweig (to be published in 1962) ; 
and one by the author^ the pr^nt chapter." Both of these have 
used information obtained mainly'^from Federal sources, rather than 
data (»llected from the colleges and universities themselves. 

Wliile these various studies of Federal activitiies in higher educa- 
tion have wmewhat different emphases, it is clear that there has been 
some duplication of effort here and that more might have been learned 
with the same expenditure of time and money if there had been better 
communication among the organizations supporting research in this 
field. It is also clear that many questions remain unanswered, largely 
because no one can say what would have happened to American higher 
education in the absence of Federal programs. 

By comparison the effort devoted to compreliensive study of State 
and local financing of higher education seems to have been dispropor- 
tionately small. Many States have recently made studies of their 
own higher education systems, smne covering all the institutions in the 
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State and some just those receiving State support.*^ Tliese studies are 
of varying quality, but many of them contain information about costs 
of providing different types of higher education and the ways in 
which State and local governments contribute- to these costs — the 
use of earmarked taxes and general appropriations, criteria for apjx)r- 
tioning State money, forms of aid to private institutions, etc. No one 
has tried to bring together the data presented in these studies to form 
k national picture, or to fill in the gaps by obtaining information di- 
rectly from the States. 

Many of the State studies contain projections of higher educational 
“needs” 10 or 15 years in advance, with recommendations on how to 
meet these needs, and there have been some attempts to make this type 
of projection on a national level.*® Typically, needs have been esti- 
mated by faking one of the trend-type enrollment projections men- 
tioned earlier in this paper, making an arbitrary assumption about 
costs per student, and multiplying one by tlie other. Then amounts 
to be expected from sources such as tuition payments and contributions 
by private philanthropy are roughly estimated and the rest of the 
check is assumed to be picked lip by some level of government. The 
amount expected from private sources may reflect, implicitly or ex- 
plicitly, the views of the person making the projection about how much 
of the burden of higher education ought to be borne by such sources. 

Making projections is a hazardous art at best, but clearly necessary 
to rational planning. It would be useful for someone to do a more 
thorough and better documented job of projecting costs of higher 
education and revenues for meeting them than has been done to date. 
The effect of specific assumptions about the future on the projections 
should be indicated ; for example, of alternative enrollment projections, 
of different proportions of full-time and part-time students, of dif- 
ferent proportions in junior colleges and other types of institutions, 
of alternative assumptions about class sizes, faculty salaries, and other 
components of costs. It should not be forgotten that enrollment itself 
will bo affected by the means of financing (especially by the level of 
tuition) and by the type of facilities provided, and that costs per 
student may be affected by the size of enrollment 

Considerable effort has gone into estimating the capacity of the 
States to meet future demands for public services in general and 
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public education in particular, often as a background for deciding 
whether or not increased Federal aid to the States would be desira: 
e. Higher education by itaelf, however, is a small item in State 
and local budgets, compared with elementary and secondary educa- 
tion or roads or welfare programs. Hence er^ditur^ on higher ed- 
ucation by State and local governments need not be clo^ly related 
to their overall fiscal capacity, but depend on the priority ‘assigned 
o^gher ^ucation m the hierarchy of State and local needs. 

On^study of State and lodal taxes, however, should be mentions 
here because of its specific focus on higher Question. PitcheU of 
the Bureau of Government Research at Indiana Umversity is con- 
ductmg a rtudy of State and local taxes in a group of representatiye 
states, with the object of determining the extent to which corpora- 
tions support State in^itutions of higher education through their 
parents of tax^ He is endeavoring to estimate the portion of State 
and loc^taxM (exclusive of some earmark^ for specific purposes) 
which a!^ paid by oirporations and the portion of thete tax^ that 
go to support higher education.®^ 

LMtly, mention should be made of a few of the many recent pro- 
pels for altering the means of financing education. especiaUy highe> 
^ucation. One of the most frequent proposals involves changing the 
Federal tax laws to allow parents to deduct part or all of the ^lege 

eii^n^ of their children from their taxable income or even from 
their Federal tax liability.” 

A much more fundamental change in the tax treatment of educa- 
tion has been propo^ by Goode.” He points out that the Federal 
income tax discriminates against persons who choose to invest in 
themselves through education rather than in physical capital. He 
sugg^ that the student himself be allowed to write off the costs of 
certain kinds of education against his taxable income over a period 

of year^ ju^ as he is presently allowed to write off investment in 
physKml capital goods. 
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* 

Among the many other tax proposals is Robert Heller’s suggestion 
to encourage State and local governments to raise taxes for education 
by allowingindividuals to deduct these increased payments from their 
Federal income tax.* *® 

Harris has argued for substantial increases in tuition at both pri- 
vate and public educational institutions, accompanied by greater reli- 
ance on student borrowing.*^ 

h riedman and Vickrey separately have made suggestions for en- 
couraging students to borrow to finance their education by allowing 
them to repay a percentage of their future income rather than a fixed 
sum with interest.** 

In addition, there has been an abundance of less original, but pre- 
sumably ^ore feasible proposals for expanding or otherwise altering 
existing programs of scholarships and loans. Federal and State grants, 
etc. Unfortunately, the legislators who must act on these proposals 
are seldom given more than sketchy guesses about their possible effects 
on higher education and its distribution. Economists have a great 
deal more work to do before they are able to provide projections of 
the probable effects of alternative policies so that appropriate deci- 
sions on the financing of higher education can be made. 
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Summary of the Sampling Procedures Used in 
*^Patterns of Family Change” Study 


HE MAJOR OBJECTIVES of the study “Patterns of Family 


Change” required a versatile sample of the United States |K)pula- 
f ion which would three major requirements. First, the sample 
was to provide reliable data on a group of families with relatively low 
incomes. For these families the study attempts to determine causal 
factors related to their income position, aspirations of the family, 
the probability that their children will receive an adequate education, 
and the attitudes that might be related to planning horizons, depend- 
ency, and achievement motivation. Second, the sample was to pro- 
vide a group of middle- and high-income families whose aspirations, 
attitudes, and accomplishments could be compared with those of the 
low-income group. This would establish the extent to which differ- 
ences in these attributes were connected with income position. Third, 
the sample was to provide an unbiased representation of all famili^ 
in the United States for the purpose of determining the distribution 
of nonmoney income, property taxes, benetits from public education, 
and other measpres which were developed in this study or which have 
not been available for a cross section of the United States population 
for some time. 

These three requirements for the sample can be achieved by a vari- 
ety of sampling plans. The sample design selected included inter- 
views with a cross section of the United States and supplementary 
interviews with low-income famili^. The supplementary interviews 
were chosen in such a way that they could be combined with the 
cross-section interviews by suitable weights. 

The low-incoroe families are thus represented by twice as many 
interviews, reducing sampling errors of statements made about th^, 
but these interviews have weights half the size so that they do not 
— dominate and bias statements about the whole population, or about 
groups containing both low and high incomes. ' 

In fact, the weights also adjust for differential response rates in 
substrata of the sample, reducing possible bias from this source as well. 


Bmrvtt E. Bruxer and Martin David 
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We chose to overeample families with a spending unit head of work- 
ing age (under 65) whc«e per capita income was low : 


// fJk /a ini^f — 

I j 2, or 3 members 

4 Of 

6 or 7. , _ 

8 or more, 

The criteria for clux^ing low-mconie faniili^ select od approsi- 
mately one out of every eight families for the low-income supple- 
ment, The supplejnent was chosen from the 1960 Survey of (Consumer 
Finances which interviewed about 2,800 families. ^Vhen nonresponse 
is taken into account, the supplement thus yielded interviews with 
spending unita in about 300 families. A new, independent cro®- 
section sample was drawn and added to bring the total sample to 
approximately 3,000. It was felt this sample would be sufficiently 
larp to provide reliability in estimating the relationships which were 
of interest to the researchers. 

^ The cross-^tion samples for both the Patterns of Family Change 
Study and the 1960 Survey of Consumer Finanos were selected from 
the Survey Research Center’s national sample of dwellings.* This 


- - 12, 000 
- - 3. 000 

4, 000 

= - = 6, 000 


TABLE l.—Saiiipi« rise, interviews and mminterriews by tpsndinf onlt and 
family daasiflcatioa for tbs cross soctioa and reintsiricw sampb 
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FamUlea not aelac^ to the aam{^ *. . . 



41 

9l9 





, * 9 jiMM wbld) bsTe double wel^ta bec^uie they were trkirtfd thm Mmnitnm rm*m 

Ths.tb.wtoslmi.bw 

^ tttdoded til tb« nofuttponet baotote tBlcrrlavt with otbar 
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\» a multistAge, area probability sample that gives equal chance of 
selection to dwelling units in the 45 States.’ 

Dwellings on military reservations are excluded from the universe. 
Also excluded are persons living in large rooming house^^ residential 
clubs, and hotel rooms; inmate quarters or other institutional accom- 
modations not qualifying as dwelling units; and other similar plac'cs. 

Figures oq^ actual sixes of the cro®-se<*t ion and reinterview sam- 
ples, numbers of interviews and noninterviows by spxinding unit.s and 
families are summarized in table 1. 

• Fop lb# dw«Illaf eatt d^flaltSoa, ### U S, ot Comro*rc#, Bur#«u of tb# 

C#ii#mi, If I# •/ foL I, pt 1. p m. 
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A Calculation of Income Forgrone by Students- 
Sujjement to “The Nation’s Educational 

C. Butt 

I. Schultz’ Method of Calculation 

I Theodore W. Schulli bv 

and ooii^ r, 1 r *rr p*" 

. .»5o, .„d^l«6.. XZii* ToTvJ,'^; i";,"' 

Ue assumes that there a,^ n? following steps; 

dents while attending the fir^t 
ability of certain key dala^Te lei 
calculations. Treating sepltel? male stnH 

in high school and in coMer?« «nH'. • / female studejits 

grouijs and estimates from census dat* #K.t k ^ ^ 

e«li group that trorked a rerUin number of wwk«*^' P'^P®"*'"' 
average weekly: income earned bv each age-aei groan 
that rtudents have to forgo on the aver^ 40^J^' 0 ^. 0 ^"^ " 
and he therefore eedimatea that in ISHoT hl„K n ■ ^ *»™mga, 

forgo $583, and a college aludent $I W ul^h '» 

gone earning, in termfof th. 11.1’ . U>«« for 

■nanuftteturing in the linded SutS “ 

lent of n w«W '“’Ko the »,uiv.; 

«nd«.t the approaimal. ^uivTnTotUw^'lT"^’ ‘ 
laming that the same «l.tiotS,5p provlTL^lrTf: 
mgs of the various age groups that malrA nr. $k i7 u ? ^ ^ 
population and ( 2 ) the averaM a P^b© high school and college 
clcuUt« the fn<^e for3 manufacturing, SchulC 

viously mentioned ^ . ^ T"™ Pre- 

average high achool stuiSihlhn"^ in 19M the 

the average coUege atudit »««•- “<< 


•*f. •8:By-aii.CtecaI^iato** tj BduetUoa. 
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In this metluxi tiiere Appears to be a downwani bias, «pecially for 

hie younger age groups. The main caus« of the domiward bial are 
diScusBed briefly. 

Fim, the taost important ^urces for S<hu!u’ findings are two 
•.[Kvia! census rp{>ons of 1950, one on Employnumi and Pemc^ 
' U^cteru^,c4 and the other on t'du^tion* One givt^ a percentage 
vhsirujution uf the persons in different age grouf« whio in 1950 worked 
i 1o Id weeks, 14 to 26 weeks, and so forth, and the other gives the 
median income in 1949 of ^rson^ 14 yeare old and over, by veanj of 
sc!io<i completed. These census data do not separate eimingB of 
casual workers from those of regular workers, Since three-quarters 
uf the population of high-school age are actually in high aihool, the 
rnajonty of them hold only casual jolw and do not realite their full 

potential in the labor markrt., and thus in turn will cause a down- 
wartl bias. 


Secondly, most of the casual workers, who are attending w hon] at 
tne same time, are nt^ working a full 40-hour week, but considerably 
40 hours; yet the census calculation of ‘‘median weekly 
carningB makes no allowance, for thia 

Thirdly, e\en if we had, for the |x>pula(itin of high-school ago, wp- 
arate data on the median income of Uie “.msuals” in tJie labor market 
(the actual high-^hool population) and on that of workers employed 
full time (50 weeks or up) who do not attend school, a calculation 
uf income forgone by Uie students on the Imaia of the income earned 
jy nonstudents would still contain a downward bias. This could 
occur became racial and environmental factors or the lower intelli- 
gence of the full-time workers of high-school age will reduce their 
income potential in oompanwm with that, of rtudents. 

h ourthly, in the case of ^udents the casualne^ is specially bunched 
during the summer months. In earlier years long eummer%mcafi.-ms 
were largely j unified by the sea.sonal needs of farms. With pro^ 
sive mechaniEation of agriculture, U»e needs for casual agricultural 
later h»T6 probably decrewed, but tho proportion of young persons 
of hi^ school and rollege age who are a<^ualJj attending school is 
grow ing. It is therefore likely tliat comparison of the income of the 
casually and the permanently employed high-school and college age 
iwpulation is becoming more and more unfavorable for the casual 
workers who are a<^ually attending school. 

Fifthly, Schultz calculates the income forgone by the school popu- 
lation by multiplying the median income of mch group by the num- 
wir of rtudento in the group. This procedure, however, is bound 


^ iMf hav« BO aCeet oa ta« bUw ue*r 
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to iDtroduc* A further downward bias, ainc» for income distribution 
dau Uie mean is generally above the median. At the same time, 
the mean would appear to l>e the appropriate measure for calculation 
of the mcomo forgone by students as tlie mean repreoeuU the total 
income of the group divided by the number in the group.* In com- 
puting the arithmetic mean from the income- frequency distribution 
in the ^imates pr^^jited below the probleni of open-end distribu- 
tions was met as follows: If the lower end of the distribution was 
open, the midpoint was set after consideration of such factors as 
o\-e™ll distribution, typo of employment, and income supplements 
such as tips. If the upper end was open, Pareto’s income law was 
used to determine graphically the midpoint of the highest group.* 


Drawing on five studies of actual eaniings of the school age popu- 
•4 lation, an attempt is made here to a^rtain tJie historical trends 
in such earnings as £ basis for estimating earnings forgone by tlioee 


Empirical atodlea aaed for compariaon with Scfcalla^ calcuUliona 
rmrt/r ii4M am 


II. Empirical Studies 


1899-1923 


Briaofndcn itudy. 

1907 ttudj 

IxHiiax'ille (tudy 



1907 

1947 

19M 
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Theeo studies indicate that the income forgone by high-school stu- 
dents is suUtantially lai^r than was calculated by S<'hu!u, the dif- 
ference in estimates of income forgone by college students, is not as 
great as for high school stinlents. Schultt’ calculation of income for- 
gone by high-wrliool students is more affectwi by downward biases 
than is his calculation conoeniing coilego studenta However the 
data drawn from the empirical studies include agricultural earnings 
with the exception of (ho Indiana study.* Harticularlv in earlier years 
a very large projKirtion of children were enipioye<i in agriculture. It 
is conceivable that the disi'repancy U'tween Scimlu’ estimate and tlie 
data of- these empirical studies could be explained by the difference in 
earnings between cliildren in agricultural and other jobs in 
agriculture are substantially lower than their wages in other oc 
cupationa, and a large proportion of employe<i children historically 
were in agriculture, the wagvw reporteil in tlio four studies that 
exclude that occupation are higher than tlie income data use<l by 
llVhultx.* Unfortunately we have been unable to discover any sys- 
tematic study of children’s earnings in agriculture. The problem is 
sufficiently fm|K)r(ant, however, to justify a few brief coinnients. 

In spite of tiie large proportion of young people employed in agri- 
culture, leas than 10 |>ercent of the total labor fore® were in agricul- 
tural employment in 1956 and only 23 |H»rcent of j>e.r8on8 aged 15-24 
were living on farms.* Tlicae figures are relevant to the understanding 
of a hypotlietical situation in which the entire high-school and college 
population would be in the labor fore®. Although it is difficult to gain 
an accurate conception of such a situation, these figures suggest that, 
if the entire student body entered employment, the proportion em- 
ployed in agriculture would be smaller than the pro|X)rtion of 
employed young people in agriculture today. The fact that the latter 
proportion is so large may be explained in part by the relatively low 
agricultural incomes, which causes young people living in rural areas 
to seek early employment. Other factors accounting for tlvis phe- 

•Tb# Brimmodm ttiid/ ta to maoafaetiirlOLt ; tbt IBOJ tnefodM tilJ ledaa^ 

trioa cicfjK afiicfilttBrt ; tho LooUtIU# ttodj and HarriooB Coootjr atudj corer trada 
tad arrrtei liidoitrta and taanofacttiHoLf. 

’Srm u Ut« as AprU KMT ose^half of the aaiplorM] larratlM irf H aod IB !a 

th* CbKmI Ststm wera In aertrattnre. and a fourth of thona l« and 17 xaart, aroordln* (» 
KUcaheth 8. Johnaon In *^inplara»nt Problams of Out-of School Tooth," Monlktp fshor 
SB : STB, D««e»t>»r 1847. ThftCnrrani Soport of January ISBS (SeriM 

84), p. a, atstso that ta October I88B— • month of hlffa demand for acrlcnltoral 
Uhor— on* third of tha oaployod boys lB-17, both enrolled In ocbool and not enroUed. wero 
•mploycd in aLfrtcultura. Of the cmiUoyed IS- and 1 »-roor-olda. 1B.8 percent want In a#rt- 
cnltnra and anroUad In ocbool, and only ».S parcant of tboaa not anrollad In ochool. For 
BorodatalM Infomutloii os tba proportlona of adolaoranta employad In axrlcnltnra batwamt 
18T0 sad laao, ao^ U 8. Dapsrtaant at Comaarca. Buretn of tba Caaaas D.8. Caaaaa at 
PopBlattoC ia«e. sod OowporsMoa Oetmpatitm for $k$ OoUod Btotot, 

Wsablsttos. IJ.C., 1848, p. 8T. 

* t s WaW os t Xbatrsof of tko Cmttod Stotm^ 1818, p. 84, 818. 
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nomenon may be the institution of the family farm and the lax 
enforcement of school attendance laws in many rural areas. 


THE BRISSENDEN AND THE 1907 STUDIES 


The Bnssenden study of the ean^gs of factory workers between 
1899 and 1927 gives figures on the av^^ge earnings of children under 
16 in the years 1899, 1904, 1909, 1914, 1919, 1921, and 1923. On the 
basis of payroll statistics published in the Ceruswt of Manufacturer 
and of other data, Hrissenden estimates full time annual earnings for 
various age-sex groups based on a 51- week year. I have chosen to use 
his ^timate of “full-thne annual earnings” rather than of “actual 
earnings,” that is, full-time earnings corrected for unemployment, since 
the former figure is comparable with Schultx’ “unadjusted” figures. 

Data rejwrted in the 1907 study are from a Department of Com- 
merce and Labor survey of 622 children between 7 aiid 17 years of age 
m two Northern and two Southern States, who had left school and 
we^ employed. Their median age was 14. They were employed in a 
wide variety of manufacturing, trade, and service industries; the 
majority, 56.5 percent, w'orked in the textile industry. In 1907 the 
weighted average weekly wage of these boys and girls was $4.41. 

In the following table, figures on annual earnings of children, 
quoted from these two studies, are compared with Schultz’ figures for 
the years in question. 


l^Eamln^ forgone while attending hlflv school, as calculated b* 
&hulta, eom|»red with such forgone eaminga as reporti in twrimpSla,! 
studies* selected years* 1899-1923 ™ empirical 
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1014.. 
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1023.. 
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Annual eamfngii 
forgone white In 
high school 
<^alU)> 

maoufacturing 1 

3 

3 

a 10 

00.00 

9.17 

ioao7 

aoo 

100.00 

11.13 

122.06 

22.7 

344.07 

22.00 
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249 00 
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00 two erapiricd 

studies** 
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140.40 

IMSD 

174.00 
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152.00 
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1007 Study** 
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For each year the empirical studies give a figure for income forgone 
that is more than 60 percent higher than Schultz’ figure for the same 
year.* In evaluating the results, however, a number of points should 
be kept in mind. 

Different metliods are used by Brissenden and Schultz in the con- 
struction of the wage series on which the figures are based, and these 
differences account for about half of the variation in findings. The 
series on average wage in manufacturing which Schultz uses in his 
calculation of income forgone is taken from a study by Paul H. 
Douglas, in which Douglas also compares his method with that of 
Brissenden.*® Because of differences of method, Brissenden’s figures 
are for the years used here consistently about 23 percent higher than 
Douglas’ figures. The figures we have taken from the Brissenden 
study are, however, for the various years between 55 and 59 percent 
higher than those of Schultz. This explanation does not apply to 
the 1907 study. The data on children’s wages presented in that re- 
port were obtained'by dirfect questioning and do not depend on any 
estimation procedure. For this reason it is particularly interesting 
to note how consistent the 1907 figure is with the figures from Bris- 
senden’s study. The 1907 figure are, in fact, 60 percent higher rela- 
tive to Schultz’ figures and thus, slightly higher than are 
Brissenden’s.** 

THE LOUISVILLE STUDY AND INCOME FORGONE BY 
HIGH:SCHOOL STUDENTS 

The Louisville study, made in the spring of 1947, contains much 
information on the very youngest workers in full-time employment; 
that is, of the 14- to 16-year-olds. The study has the additional ad- 
vantage that the proportion of whites to Ifegroes in Louisville is close 
to the national average. 

Almost half of the school dropouts had withdrawn because of 
some dissatisfaction with the school environment or because of dis- 


• In <»levlntlnc Ineomn forfonc by atndcnt*. 1 followed a proceSnre adopted by Srimlta ; 
aamaly, to ealralatt Incomt foraone on the baala of 40 we«ka. Thia aaanmea, of conrae, that . 
Btodenta aro nnable to aarn an Ineoma for 40 weoka beeanaa they ara praoocapled with 
atodlaa for thla period ; th^ ara abla to «m» Income for 11 waeka and 1 additional weak 
!• loat beeanaa of holldaya. 

To tba axtant atudanta hold part-tlBO JotM dnrlag thla framework esaggeratea 

the tneome forgone. To a certain extant, hoareyar, thla donbla eonnUng la corrected : 
of the atudanta miaaot obtain amployaMnt for all of the anmmer, aa wa aaanmed. Tbalr 
Masonal nnam^oyment la raaUy the rmlt of being la acbool for the teat of the year. 
(See the MmUimart Mnn, July IS, 1060, p. 1.) , 

*■ Paul H. Dougina. Baal Wopaa to tha UnWad Slofaa, iSta-igSg. " Boaton, w«ng»ttni 
wain Co„ 1080. 

« Both tha Brlaoen^ atndy and tha 190T atndy naa Uia arlthmetle mean rather than 
the median. Thhi aaay account tor coma oi the dlfarence between tba eatlmatea baaed on 
theae atndlea and Sehnlta’ dndlaga. For a dtaeuaaloa of the method compntatloa, aaa 
p. 2B-S0 of the 1907 atudy and p. 369-280 of tha Brlmandan atndy. 
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wuragement about poor grades; only about 20 percent had with- 
drawn primarily for economic reasons. This indicates that these 
very young full-time workers constituted an academically inferior 
group for this age cohort, not a representative group. The intellec- 
tual, schol^ic, and economic contrast between the dropouts.and the 
indents who remained in school is brought out more clearly in the 
H^ison County study, to be discussed subsequently. 

incomes listed here were computed from the data arrived 

‘"“'T'.'’™ 62* boys and girls who were 

out of school and in the labor market. 

EamioRs of juTonilea, Louiaville rtudy* 

Percent »f 

A00 Mean mniperse 

14 and 15 years 

18 and 19 years ^ 

actually * If «»• oldwt froup had 

cone beyond th. 8th rrad! ?ibld ? 2o" ^ 

If we now u^ the Louisville study for the calculation of income 
forgone by high-school students in 1956 and compare the findings 
with S^ult*^ the following factors should be considered: (1) The 
Louisville study represents a potentially low-wage group, which is 
not representative of the high-school population of the United States. 
(2) The sample contamed a preponderance of girls over boys of about 

actual aggregate high-school population of the 
United States the ratio of boys to girls is about even.“ (3) Of the 
igh^ age^oup, 40 i^rcent w^re high-school graduates. No good 
method could be improvised to correct for this. However, the upward 
biM this my ^use can only be very minor. Of the aggregate high- 
school ^pulation of the United States, only 7.3 percent were 18 and 19 

Applying (he age weights just cited we obtain from the LouisyiDe 

fcUr ?” bigh-“hool student of $23.60 for 

1947; for the sa^ year Schults’ estimate of the average weekly wage 

W»M come to^8.76. 1947 to 1966, average wages to manm 

factunng in creased from $49.97 to $79.99, or 60 percent" 

of ®***‘*»‘- <»»»• •«•). to sortw 
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then, as Schultz do^ a proportionate increase in the income of the 
high-school population, we obtain for this group an average 1966 
w^kly wage of $37.60, or an annual income, based on 61 w^ks, of 
$1,918.“ This compares with Schultz’ figures for the same year of 
a weekly wage of $22 under assumption of full employment, or $21.38 
allowing for a 3-percent incidence of unemployment The Louis- 
ville study therefore yields a figure for income forgone that is 70.7 
percent higher than Schultz’ full -employment figure. Income forgone 
per student, calculated on the basis of 40 weeks, would come to $1,504 
compared to Schultz $881, or $855 with allowance for unemployment.^® 


THE HARRISON COUNTY STUDY 


The Harr^n County (W. Va.) study deals with a recent year, 
1956, which is also the last year covered in Schultz’ paper. It treats 
as separate groups the dropouts and the high-school graduates and 
thereby allows us to get a picture of the relative earnings of the 
graduates and of the dropouts. In this an^ other respects, it supple- 
ments the Louisville study well. 

Harrison County is an area with a high incidence of unemploy- 
ment. The study in that county includes all who graduated from 
high school between 1952 and 1955, but did not go on to college, and 
also those who were enrolled in the 8th to the 12th grad^ between 
1951 and 1955 and dropped out before graduating.’® 

The population of Harrison County is 98 percent white and 97 per- 
cent native bom. At the time of the study it was subject to little 
inmigration, but heavy outmigration. One-half of the original study 
sample had left the county by the middle of 1956, and over 60 percent 
of the outmigrants were boys. For the great majority of boys, out- 
migration represented entering military service. By the Summer of 


iBMac p«r BtadcBt wbs bIm> eoBipnted, B«in( tb« medtaB weakly Incomes glTSB 

In the Lonlcrllle stodj, op. dt (p. 48). Income forgone, eompnted nnlng tbe medlaB, wna 
2.88 perecBt less thsB iBcome forgone computed by tbe mean. 

In 1995-58 the annna) pay of an nnmanied private In tbe Ua. Army mms to 9980 

Department of Defense, tbe cost of food camo 
to MOO (91.10 per day), and of clotblng, 9190. Tbns the toUl Ibcobm of a priTate— tn 
casb and tn klnd^me to 91.670. Tbia Ognre falls abort of any allowance for qnarters, 
medical cars, and retirement beneflts. Under conditions of a draft one would expect that 
the mtllUiT p«j should be below tbt sMirkot pHco. 

»Som« »lcslmtkms that I mado, which easDot be presented here la detail, l^d me to 
the TODclnsloB that the cost of sttbslsteace for a slocle tadUldoal at this time was spproal- 
wtrfy l^tweea $1,400 sad $1,500, depeadln# oa the a«e of the ladtTidaal aad the locatloa. 
It (M thus be seea that die figare need for the poteatlal fult-tlme tncome of the srersae 
hlfh^hwl^deat, namelj. $1.91T.$0, Is weU aboT# the sabeisteace lerel. Oa the other 
Sehoitr eorr^^adlof fall-emplormeat lacorae flfare would eom to on\j $1,122. In 
the faee of a r^t d^ hlstoHeal erldeaee polatlaf la tbe opposite direetloa. It dom 
oof s^m i^adhle that the arerage big h-school stadeat la tbe Uaited Stat^ la 1956 woald 
faU short bj sach s sateteatUl laargla from mmlng his sabslsteaee. 

1 •tadeote ia these t^t^iies : 2.106 were hlgb^hool gradostes sad 

» 99 were dropoate. sample — 940 boys aad girla— waa made ap of 25 perceat tba 

graduates ai^ 66 percmit of the dropouta, 

p 
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1956, 44 pen^t of the males of the original sample were in nulitarr 
service, as compared with a national figure of 20 percent for 17- to 
21-year-old males. 

The pro^rtion of high-school gredmtss going on to coUegn from 
Harrison County, and its secondary school retention rate, are very 
close to the national averages. Of the toUl group of 8,306, mentioned 
previously, 1,741 were girls and 1,664 were boya However, because 
of a high marriage rate and consequent nonparticipation in the labor 
force, the proportion of girls m the labor force was much smaller 
B^use of a requirement of work permite for dropouts under 16 
only 9 percent of the total dropouts were less than 16 years of age at 
the ume of leaving scliool. One-third of the dropouts left school as 
soon as they reached 16. However, another third— mostly repeat- 
ers— were 18 or older at the time they dropped out. Of the gradu- 
ates, none was younger than 17, almost two-thirds were 18, and 26 
percent were 19 or older. 

The dropouts had lower scholastic achievement and lower IQ 
scores than the graduates. Many of the dropouts werefl^peaters, 
and more than one-third of them, compared to 14 percent of the gradu- 
ates, had IQ’s of less than 86. The dropouts had Uken fewer voca- . 
tional courses, and in this respect were less prepared.*^ 

Hairison County was in a state of serere depression in 
1956, ^e earning? of these groups were probably markedly lower 
than those we might obtain from a nationwide sample.^* By the 
method described previously, I again calculated means from the giv«m 

frequency distribution. The values of the medians and means are 
as follows: 


Ilmi 

Boy* 

OMi 

OndiMtM 

DrapMti 

OnOmm 

Diopooti 

Mtdtao * 

Mmb — . — . — , 

IM.W 

7».« 

mm 

u.m 

iwn 

«.44 



* Souk* : SIcbM, op. dt. p. 14S3. 


Therefo^ the mean weekly wage for aU the graduates would 
come to $60.05 and the comparable wage for the dropouts would 
rome to $44.43. The corresponding annual full employment incomes 
for W weete would be $8,068 and $2^166. It wUl be remembered 
that from the data reported from the Louisville study, I a 

potential anntaal income for high-school students in 1956 of $l,9ia 


- AlCMtp op. cit., p. 140t-14PO. 
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It ftpp6ftrs, however to the extent thet this can be determined — 
that the dropouts in the Harrison County study, at the time they 
earned the annuel income of SS^6, represented a group whose 
weighted average age was about 3 years above that of the total high- 
school population of the United States. 

The Harrison County study gives the age distribution at the time 
of leaving school for all school leavers, boys and girls, both gradu- 
ates and dropouts, for the years 1951-66.“ From this I calculated a 
weighted average age at the time of leaving school, of 18.21 years 
for the graduates and 16.88 years for the drop>out% I assume that 
each year’s group of graduates and dropouts between T952 and 1956 
had an age distribution closely similar to that of the aggregate group 
for 1962-65. On the basis of this sumption, which ^ems reason- 
able, I use the r^ulting weighted averages to obtain an average age 

for th^ grouj^ as of July 1966,’ the date of the income figures 
cited previously. 

In July 1956 the average age of all who graduated between 1952 
and 1955 could be determine as follows : 

0ra4m»mt tOM Af a* of Juh !»$• ^ 

1968 18.21+1=19.21 

1954 21+2=20. 21 

1968 21+8=21. 21 

1962 21+4-22. 21 

The average age of ^le graduates in July 1966 was 20.71 years, and 
of the dropouts 19.38 years. During the period of heavy outmigra- 
tion from the county, the outmigrants probably consisted mainly of 
older youths who had found the job market at home unsatisfactory. 
To make allowanro for this, the average age of both the graduates 
and the dropouts who were in the labor market in the county in 1956 
was reduced by 1 y^r — to 19.71 and 18.38 years, respectively. We 
observe that while the hi^-school graduate are approximately 1 year 
and 4 months older than the dropouts, their income exceeds of 
the dropouts by about 85.S percent. 

It doM not appear possible to correct quanti^tively for diffmroce 
m intellig«ice amcmg tlm groups studied and to make calculations of 
the inocMne for^ne by high-school students more reprraentative of the 
actual capacitira of the entire hi^-school population. The excess 
of income of high-school graduates over that of the dropoute found 
m the Harrison County study results from superiority in both intel- 
ligence and edueaticm, but it is not ea^ to determine how much should 
be allocated to <»e and how much to tlm <^er of these two fac- 
tors. The boys and girls in the Harriscm County study are too old 

•SMw, ^ ^ f. 108. 
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to provide a suitable basis for an estimate of income forgone by high- 
whool students, and at the same time, since no members of this group 
intended to go to college, the earnings of this group would not be suit- 
able M a basis for calculating the income forgone by college students, 
the finding of the Harrison County study, however, suppbrt the 
datA of the Louisville study and the Indiana study, both of which are 

A Harrison County study thus helps to round 

out the broader picture of the wage structure of adolescenU and in- 
creases our confidence in the findings of the other studies used here. 

THE INDIANA STUDY AND INCOME FORGONE BY 
COLLEGE STUDENTS 


On the basis of data from two sources, I have arriv^ed at a figure 
for the mcome forgone in 1956 by students while they were attending 
alleges and universities. For ages 14-24 these data were obtained 
from a study of high-school graduates in Indiana who did not con- 
tinue their education beyond the high-school level. This study was 

percent (in rank in their graduating class) 
of the 34,343 boys and girls who graduated from Indiana high schools 
m ^e spring of 1955. Of this group, considered to represent potential 
allege material, 908, or 27 percent, did not go on to college. At the 

median age of these high-school graduates was 
a^ut 19 years. This compares with a weighted average of 20.4 for 

^ enrolled in colleges or uniyersities 

in 1956. The mean weekly income of the boys was $49.21 and that of 
the girls $55.83.« These weekly income data were weighted for the 
proportion of boys and girls aged 14-24 in the college population, 
and the two figures were averaged, giving a figure of $51.75 as the 
income forgone by college students during 1 week. During the school 
y^ of approximately 40 weeks, they would forgo $2,070 in income. 

♦ topther with other calculations, are presented in the 

table that concludes this section. It is important to point out that 
this fipire of ^2,070 represents the 40- week income of a group that are 
directly com parable to college studente in age, in education (in that 

"Btatutkxn Attract of ika DnUtd 8Mo$, JS$$, tobl« 12« 

The frtdaatt* In Hairlton Coonlj atndjr, wbicli waa $3,061 

fact— brooffct ont la ot^«r parts of tbs stadr— that a larm 

s?ru it XTitjss; Sir - “• 
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they have at least graduated from high .school), and in intellectual 
capacity. 

The calculations of income forgone by students aged 25-29 are 
baaed on data from the 1950 L.S. Census of Population special report 
on education.” Although the income figures given in this report for 
the younger age fflDups included so many casual and part-time work- 
ers that the datmju not appear useful for my purpose the bias 
appears to be mu^le« in the 25-29 age group. After age 25 there 
is a sharp drop in the percentage of employed mal^ who work less 
than 40 weeks of the year.” A similar drop occure among females 
after age 20. 

The firrt step in arriving at a figure for income forgone by college 
students in the 25-29 age group was to average, separately for males 
and females, the 1949 incomes of p»ersona aged 25-29 who had com- 
jileted 1—3 years of college and thc^ with 4 or more.” ^ 

The 1949 figure was adjust^ for the increase in wages between 1949 
and 1956 by applying the percentage increase in wages in manufac- 
tering betw^n these years to my data." For 1956 I obtained a mean 
income of $4,435 for malw aged 25-29 with the sp>ecified education and 
$2,743 for females. 

In order to arrive at a figure for income forgone, it was necessary 
to know the wwkly income that these total figures represented. The 
census report on employment and p>ersonal diaracteristics “ giv^ the 
percentage of th(»e employed in 1949 who worked 1-13 weeks, 14-26, 
27-39, 40-49, and 50-52 weeks. The midpoints of 7, 20, 33, 45, and 
51 weeks were u^d, following Schultz’ method in calculating the 
average number of weeks worked. For maT^ the figure was 45 weeks 
and for females 36 weeks; this giv^ a weekly income for males of 
$98.67 and for females of $76.19. As was done with the Indiana 
data, thrae w^kly income figures were weight^ for the propiortion 
of males and females aged 25—29 in the college p>opulation, and then 
averaged, giving a figure of $97.84 as the income forgone by the*stu- 

* U.8. Departmeat of Conuiiaret, BarMo of the Ctatot, U.B, e/ Popm^iion, if If, 

p^^io0 Mep^rU, part 6, ch. B, EdooittOB. WaahliiftoB, D.C., 1853, UbI# 12* 

•Ibid., |»^rt 1, cb. A. *'BBiploriBtBt aad Personal Cbaracterlnti^^ table 14. 

•1 assumed that at least half of this group conslsta of graduate studeats a&d that bo 
OB# In thla group U a fr^maB« For supporting trldenee see Burvep %f Mdue^ 

Won, eh, 4, table 22» p. 49. Ib hit ealculatlpns of the Income forgone by collie 

students, Scbults UM the median income for each a^ group at gi^en In the census report 
on fducadoB, weighted for the proportion of that age group In the college population, with* 
<mt regard to y^rt school completed. An estl^e of Income forgone by college students 
should, howeeer, take Into ^n^deratloB the Cae^Kat they hare all completed 4 jmm ^ 
high school and could an income at l^st edBAent to that a high*selmol graduate. 

•The pereeBtage iBcr^ee was ^tmUied tnm daU glT» la U.8. Departaest Com- 
mewft, ^ BuMimM ScoBomlcs, Buetease BtmiUiUm, 1959 a sai^MeBt to the 

Bmrvep o/ Omremi Wa^lagtoa, D.C., 1959, p, 71. 

• U.8.^Brm of the CeBaua, UM. Oemeue of PopuUtSion, ifif, toI. 4, Bptcial Beporie, 
hart 1, ^ A» BmployiMU a^ ParsMal (^armctartstka, WaUilagtim, D.C., 1953, tahia 14. 
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dMte dunng 1 During a 40 -week school year, $ 3,914 of poten- 

income would haye been forgone by these college studente." 

fnr 8 ^«dente, the figure 

aim ^ weighted awarding to the proportion of that 

^^up m the total college student population, the final figure was 


Incom* forgone by college stinleiita, 1K4 


14-24 

25-29.. 


■<#* 


40« 

*2, 070 
3, 914 




12, ft39 
4 , 990 


Weighted overall av'erage. 


2, 350 2, 997 

mn,i.v.rr t^i reo^:^ ^ .. 

tlM*^ itudrau. The ftaure le nn» nf *«^**** * ' ^ •^Pmeeat the laeoae fortooe b/ 

of per.cn. 14-24 J^ JT^ learM. of UeTneoo! 

III. Concluding OlMcrrations 

Thus, on the basis of the dels previously discussed, my eetimale of 

^uroUoToT United Sutee under 

to assumption of full employment would come to $11,681 million 

« company to S^ulti’ figure of $ 6,784 million. For colC studenu 

^ ‘ T""; “I “d W, 00 » mUlion, rt^Lively.” 
Schults clculattons hare the mfvanlago of being baS^n L 

B^ahU^ represmtative samples used in the collection of census data 
But 81 ^ the Mtegonee were mtended for other usee then thoee to 

fiml^t re •d'"'; Scl>ultx to subject the census 

figures to considerable statistical manipulation and to make a number 

waTlZ. in'nodnoing a suhsUnUal do^. 

m main weakness of my figures is that they ere based on sample 
d^ for special regions of the Nation and a question may be raiL 
about their repreeenutivenees for the Nation as a whok The figures 

•owe sncaate mtew *^f®^**^ nafawatae. ubm 

ftmoQiit to Im Uiaa 10 ptrttet tk* mIIam Or^^oatt ttu^ata, kowtv^er. 

i:::ar.::5 srSHf-HTTS 

iMbUiUr to nllow for tbo MUof ta v**"’”****®"' 

rri.s:ra,“;,rr 

££ sTaa-^srsi 
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obtained from the five separate studies sewn to dovetail cicely. For- 
tuitous circumstances may have caua^ this cxmsistency, but I hope it is 

^ study areas were well cho«n and are 

in their basic characteri^ia representative of the uni versa** 

The figures pc^ented here base<f on the five empirical studies ex- 
ce^ Schulti' ertimata The figures for income forgone per high- 
school ^udents in 1956 are 71 percent above his estimate; for college 
students the differenos is only 17 percent However, more recent daU 
on part-time employment of students have been called to my attention 
b? SchuJU and the^ new data su^«t revisions in the of 

eammgs forgone, which reduM the difference in estimate to 67.5 imr- 

cent for «mings of high school students and 12.5 percent for earnings 
of students.*^ 


■■ non : 
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APPENDIX C 


Qualification on Estimates of State Tax 

Moneys 

Selma J. Muthkin 

jr\ESPrTE TIIE IMPORTANCE of StAto governments in sun 
porting student higher educAfion, the facts al>out this support 
are far from precise. At times, in fact, information used to record 
the amoimt and imixulance of State financing oliscures rather than 
clarifies the issues. For example., Bureau of the Census data 
on ei^nditures of .in.stitutions of higher education are used to repre- 
sent Uie amounts of State tax funds. These expenditures, howerer 

are finano^ partly by tuition fees, partly by gifts and grants, and 
partly by tax funds. 

E\^n data on State and local funds received by colleges and uni- 
rersitiw as tabulated by the U.S. Office of Eduction are not ade- 
quate to reprint State tax funds for student higher education, 
btate and local governments finance a number of activities beyond 
^096 included m student higher education. These activities range 
from materials teeing centers used by industry to public conceit 
and art exhibits. State universities and colleges are used as a base 
for research on public issues by both legislative and executive agen- 
cies and as experiimhtal laboratories for types of faming and indus- 
^ml operations. They help to cariy out programs of rehabiliution, 
medical assistance, and child health. They have been an important 
administrative arm of both Sute and National agencies in agricul- 
tural programa All these and many other similar acUvities^ ad- 
ditional to both teaching and research. 

The part of any wurce of income, such as Sute and local appro- 
priations, that may be all^ted to one rather than another actHty 
o colleges and universitiw cannot be exactly detemined. There 
are some guides and some infomation on sources sp«:ifically related 
to a fun^ion, for example on gifts set aside for research, or on 
^ipts from piquets and services, such as sales of creamery products 
or fees reived by a dental school clinic. But necessarily a large 
0^ approxii^ion is involved in attempting to estimated 
wurces of income used to finance a single function in a mulUfunc- 
Uon enterpri^ A beginning toward identifying Sute and local 
funds for student higher education was made by the National Plan- 
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ning Association study in which information tabulated by the U.S. 
Office of Education on “current income for educational and general 
purposes” was used as a base. This figure excludes m^eiptlfrom 
u{>erating auxiliary enterijrises and amounts received for scholarships 
and other studeiit aids. Amounta sf>e.'ifica!ly designatwl for research 
wt-re excluded from each of the sources of income P'ix)rted for edu- 
Mlion.l and poneral purpaare. FuHhortnortv, only timt part of in- 
iume frvmi ‘‘organizeil activines related] to e<iucational departments” 
and from “salt's and st^mct's” of these dejiartments that was m excess 
of expenditures for these same pur|>osi's was included. Id addition 
to funds set aside for research customarily reporteti to the V 
Office of Mucation, research funds from State and Itx'al govern- 
ments and Federal funds for agricultural ex{wiment stations were 
excluded also. 

Additional work is needed in order to provide information on 
.rate and local government tax moneys for each of the functions 
of the institutions of higher education-student education, r^arch. 
and public *rvioes. The data presented in chapter 11 are a begin- 
ning toward the development of such estimates. In that chapter 
a method was developed that offers some promise toward the separa- 
tion of rtudent higher education from other functional expenditurt* 

1 he method, m brief, requires the determination of the total expendi- 
ture for student higher education and a balancing of receipts to 
match the a^gate expenditure by identifying receipt itenw ap- 
propr^ted with purposes clearly other than student higher educi- 
n'’"’ f!I The remaining revenue items are then 

prorated to balance the expenditure total. One exception is made to 

1 ^y students to be used exclusively for their education. 

^ local funds for higher education and the percent 

that thew funds are of total State and local current funds, for tire 
^rious SUtee, for the regions, and for the Nation as a whole. 

(current fniHJa only): amoont and 
“iKlSlim748 ^ “** « Stani andTiitriS 
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TABLE l^Locd fimds for kltb*r Hncatkm (anrpet fiw^ only): tnoiul tnd 
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